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RURAL  CREDIT  AND  DEVELOPMENT  ACT  OF 

1994 


THURSDAY,  JULY  21,  1994 

House  of  Representatives, 
Subcommittee  on  Environment,  Credit, 

AND  Rural  Development, 
Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10:35  a.m.,  in  room 
1300,  Longworth  House  Office  Building,  Hon.  Tim  Johnson  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Long,  Clayton,  Minge,  Pomeroy,  Hold- 
en,  McKinney,  Thurman,  Penny,  Peterson,  Hilliard,  Inslee,  Com- 
best,  Gunderson,  Allard,  Barrett,  Nussle,  Ewing,  Pombo,  and 
Lucas. 

Also  present:  Representative  E  (Kika)  de  la  Garza,  chairman  of 
the  committee. 

Staff  present:  Glenda  L.  Temple,  clerk;  Anne  Simmons,  Dwight 
Fettig,  and  David  Ebersole. 

OPENING  STATEMENT  OF  HON.  TIM  JOHNSON,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  SOUTH  DAKOTA 

Mr.  Johnson.  The  Chair  calls  to  order  the  Subcommittee  on  En- 
vironment, Credit,  and  Rural  Development,  relative  to  the  review 
of  H.R.  4129,  the  Rural  Credit  and  Development  Act  of  1994. 

The  subcommittee  hearing  this  morning  on  H.R.  4129,  the  Rural 
Credit  and  Development  Act  of  1994,  is  legislation  introduced  by 
our  colleague  on  the  subcommittee,  Mrs.  Clayton. 

And  first  I  want  to  welcome  our  witnesses  who  will  be  appearing 
before  the  subcommittee  this  morning.  I  also  want  to  commend 
Mrs.  Clayton  for  her  commitment  to  working  on  rural  economic  de- 
velopment issues.  This  hearing  on  H.R.  4129  will  allow  the  sub- 
committee to  further  explore  the  issues  surrounding  the  credit 
needs  of  rural  America  generally,  and  specifically,  the  role  the 
Farm  Credit  System  can  play  in  making  sure  those  credit  opportu- 
nities are  available. 

This  legislation  would  amend  the  Farm  Credit  Act  of  1971  to  per- 
mit Farm  Credit  System  institutions  expanded  lending  authority  in 
the  areas  of  rural  agricultural  businesses,  rural  infrastructure,  and 
rural  housing. 

The  panels  of  witnesses  the  subcommittee  will  hear  from  today 
are  well  positioned  to  comment  on  these  rural  credit  issues,  and  I 
look  forward  to  hearing  from  all  of  them,  including  our  colleague 
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from  North  Carolina,  Mrs.  Clayton.  We  will  also  have  the  oppor- 
tunity to  hear  from  the  administration,  representatives  of  the  Farm 
Credit  System,  and  representatives  of  the  commercial  banking  in- 
dustry. 

This  hearing  will  be  helpful  to  the  subcommittee  as  we  continue 
to  discuss  credit  issues  in  rural  America.  Rural  economic  develop- 
ment issues  are  critically  important  to  many  members  of  this  sub- 
committee, and  the  hearing  will  allow  us  to  focus  on  the  credit 
needs  of  rural  America. 

Again,  I  want  to  welcome  and  thank  our  witnesses  for  taking  the 
time  to  testify  before  the  subcommittee  today.  I  also  want  to  make 
a  special  welcome  to  fellow  South  Dakotans,  Mr.  Myron  Edleman 
and  Mr.  Heart,  who  join  us  on  the  panel  today. 

The  Chair  recognizes  the  ranking  minority  member  and  an  indi- 
vidual who  has  played  a  very  constructive  leadership  role  in  the 
area  of  rural  development,  Mr.  Combest. 

[H.R.  4129  follows:] 


103d  congress 

2d  Session 


H.R.4129 


To  provide  needed  credit  and  financial  services  tx)  rural  residents,  public 
services,  and  business  enterprises,  and  for  other  purposes. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

March  24,  1994 

Mrs.  Clayton  introduced  the  foUowng  bill  which  was  referred  to  the 
Committee  on  Agriculture 


A  BILL 

To  provide  needed  credit  and  financial  services  to  rural  resi- 
dents, public  services,  and  business  enterprises,  and  for 
other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  may  be  cited  as  the  "Rural  Credit  and  De- 

5  velopment  Act  of  1994". 

6  SEC.  2.  REFERENCES  TO  THE  FARM  CREDIT  ACT  OF  1971. 

7  Whenever  in  this  Act  an  amendment  or  repeal  is  ex- 

8  pressed  in  terms  of  an  amendment  to,  or  repeal  of,  a  sec- 

9  tion  or  other  provision,  the  reference  shall  be  considered 
10   to  be  made  to  a  section  or  other  provision  of  the  Farm 


2 

1  Credit  Act  of  1971  (12  U.S.C.  2001  et  seq.),  except  to 

2  the  extent  otherwise  provided. 

3  TITLE  I— CREDIT  FOR  RURAL  BUSINESS 

4  ENTERPRISES 

5  SEC.     101.    PURCHASES    OF    LOANS    FROM    NON-SYSTEM 

6  LENDERS. 

7  (a)  Farm  Credit  Banks.— Section  1.5(16)  U.S.C. 

8  2013(16))  is  amended  by— 

9  (1)   striking  out  "sell  to  lenders  that  are  not 

10  Farm  Credit  System  institutions  interests  in  loans" 

11  and  inserting  in  heu  thereof  "buy  from  and  sell  to 

12  entities  that  are  not  Farm  Credit  System  institu- 

13  tions  loans  and  interests  in  loans  that  the  bank  or 

14  the   associations   in   its   district   are   authorized   to 

15  make  under  this  Act";  and 

16  (2)  inserting  before  the  semicolon  at  the  end 

17  the  following:   ":  Provided,   That  the  provisions  of 

18  section  4.36  and  part  C  of  title  IV  shall  not  apply 

19  to  loans  and  interests  in  loans  purchased  from  enti- 

20  ties  that  are  not  Farm  Credit  System  institutions". 

21  (b)  Production  Credit  Associations. — Section 

22  2.2(11)  (12  U.S.C.  2073(11))  is  amended  by— 

23  (1)  inserting  "and  buy  from  entities  that  are 

24  not  Farm  Credit  System  institutions  loans  and  in- 

25  terests  in  loans  that  the  association  is  authorized  to 
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1  make  under  this  title,"  after  "and  nonvoting  stock,"; 

2  and 

3  (2)  inserting  before  the  semicolon  at  the  end 

4  thereof  the  following:  ":  Provided,  That  the  provi- 

5  sions  of  section  4.36  and  part  C  of  title  IV  shall  not 

6  apply  to  loans  and  interests  in  loans  purchased  from 

7  entities  that  are  not  Farm  Credit  System  institu- 

8  tions". 

9  (c)   Exception  to   Stock  Purchase   Require- 

10  MENT.— Section  4.3A(c)(l)(E)(i)          (12         U.S.C. 

11  2154a(e)(l)(E)(i))   is  amended  by  inserting  before  the 

12  semicolon  at  the  end  thereof  the  following:  ":  Provided, 

13  That  no  voting  stock  or  participation  certificates  shall  be 

14  required  for  loans  or  interests  in  loans  purchased  by  the 

15  institution  from  entities  that  are  not  Farm  Credit  System 

16  institutions". 

17  SEC.  102.  IMPROVING  THE  AVAILABILITY  OF  CREDIT  FOR 

18  FARM-RELATED  BUSINESSES. 

19  (a)  In  General. — 

20  (1)    FCB    borrower    eligibility. — Section 

21  1.9(2)  (12  U.S.C.  2017(2))  is  amended  by  striking 

22  out    "directly    related    to    their    on-farm    operating 

23  needs"  and  by  inserting  "goods  and"  immediately 

24  before  "services". 
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1  (2)   FCB  LOAN  PURCHASES. — Section  1.11(c) 

2  (12  U.S.C.  2019(c))  is  amended  by— 

3  (A)  in  paragraph  (1),  striking  out  "directly 

4  related  to  their  on-farm  operating  needs"  and 

5  by  inserting  "goods  and"   immediately  before 

6  "services"  each  place  it  appears;  and 

7  (2)  in  the  title,  inserting  "GOODS  and"  be- 

8  fore  "Services.". 

9  (3)  Production  credit  associations. — Sec- 

10  tion  2.4(a)(3)  (12  U.S.C.  2075(a)(3))  is  amended  by 

11  striking  out  "directly  related  to  their  on-farm  oper- 

12  ating  needs"  and  by  inserting  "goods  and"  imme- 

13  diately  before  "services". 

14  (b)  Related  Services. — 

15  (1)  Farm  credit  banks. — Section  1.12(a)  (12 

16  U.S.C.  2020(a))  is  amended  by  striking  out  "appro- 

17  priate  to  their  on-farm  and  aquatic  operations". 

18  (2)  Production  credit  associations. — Sec- 

19  tion  2.5  (12  U.S.C.  2076)  is  amended  by  striking 

20  out  "appropriate  to  their  on-farm  and  aquatic  oper- 

21  ations". 

22  SEC.  103.  COOPERATIVE-RELATED  BUSINESS  FINANCING. 

23  Section  3.7(b)  (12  U.S.C.  2128(b))  is  amended  by— 

24  (1)   redesignating  paragraphs   (2)   and   (3)   as 

25  paragraphs  (3)  and  (4),  respectively; 
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1  (2)  inserting  after  paragraph  (1)  a  new  para- 

2  graph  (2)  as  follows: 

3  "(2) (A)  A  bank  for  cooperatives  is  authorized  to 

4  make  or  participate  in  loans  and  commitment  to,  and  ex- 

5  tend  other  technical  and  financial  assistance  to,  any  legal 

6  entity  providing  any  of  the  farm-related  services  or  prod- 

7  nets  of  the  type  described  in  subparagraph  (B)  when  such 

8  loan,  commitment,  or  assistance  will  provide  a  direct  and 

9  material  benefit  to  an  association  that  is  an  eligible  coop- 

10  erative  association  under  section  3.8(a):  Provided,  That 

1 1  any  such  loan  or  commitment  may  be  made,  or  assistance 

12  extended,  to  a  legal  entity  only  if — 

13  "(i)  the  eligible  cooperative  association  certifies 

14  to  the  satisfaction  of  the  bank  for  cooperatives  that 

15  a  material  business  relationship  exists  between  it 

16  and  the  legal  entity  and  that  it  receives  a  direct  and 

17  material  benefit  as  a  result  of  that  relationship;  and 

18  "(ii)  the  cumulative  amount  of  all  such  loans, 

19  commitments,  and  assistance  to  the  legal  entity  do 

20  not  exceed  10  percent  of  the  bank's  total  capital, 

21  "(B)  The  services  or  products  provided  by  a  legal  en- 

22  tity  that  shall  enable  such  legal  entity  to  be  eligible  for 

23  financing  under  subparagraph  (A)  are  those  services  or 

24  products  involved  in  the  processing,  preparing  for  market, 

25  handling,  or  marketing  of  farm  or  aquatic  products,  or 
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1  in  the  purchasing,  testing,  grading,  process,  distributing, 

2  or  furnishing  of  farm  or  aquatic  suppHes,  or  in  the  fur- 

3  nishing  of  farm  or  aquatic  business  services  to,  or  in  other 

4  ways  adding  value  to  the  products  or  services  of,  eUgible 

5  cooperative  associations.";  and 

6  (3)  in  paragraph  (4),  as  redesignated  by  para- 

7  graph  (1),  striking  out  "paragraphs   (1)  and  (2)" 

8  and  inserting  in  Ueu  thereof  ''paragraphs  (1)  and 

9  (3)". 

10  TITLE  II— CREDIT  FOR  RURAL 

11  INFRASTRUCTURE 

12  SEC.  201.  RURAL  COMMUNITY  FACILITY  LENDING  BY  FARM 

13  CREDIT    BANKS    AND    DIRECT    LONG-TERM 

14  LENDING  ASSOCIATIONS. 

15  (a)  Lending  Authority. — Section  1.7  (12  U.S.C. 

16  2015)  is  amended  by  adding  at  the  end  a  new  subsection 

17  as  follows: 

18  "(c)  Community  Facility  Loans. — In  order  to  fa- 

19  cilitate  needed  improvements  in  the  infrastructure  of  rural 

20  United  States,  the  Farm  Credit  Banks  may  make  and  par- 

21  ticipate  with  other  lenders  in  community  facility  loans  as 

22  described  in  section  1.11(d).". 

23  (b)  Eligible  Borrowers. — Section  1.9  (12  U.S.C. 

24  2017),  as  amended  by  section  102(a)(1)  of  this  Act,  is 

25  further  amended  by — 
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1  (1)  striking  out  "or"  at  the  end  of  paragraph 

2  (2); 

3  (2)  striking  out  the  period  at  the  end  of  para- 

4  graph  (3)  and  inserting  in  Ueu  thereof  '';  or";  and 

5  (3)  adding  at  the  end  the  following  new  para- 

6  graph: 

7  "(4)  persons  or  public  and  quasi-public  agencies 

8  and  bodies,  and  other  public  and  private  entities, 

9  that,  under  authority  of  State  or  local  law,  establish 

10  or  operate  water  or  waste  disposal  facilities,  poUu- 

11  tion  abatement  and  control  facilities  and  programs, 

12  or    other    essential    community    facilities    in    rural 

13  areas.". 

14  (c)  Loan  Terms  and  Security. — Section  1.10  (12 

15  U.S.C.  2018)  is  amended  by— 

16  (1)  in  subsection  (a)(2),  striking  out  "this  sec- 

17  tion"  and  inserting  in  lieu  thereof  "section  1.7(a)"; 

18  (2)  in  subsection  (b),  inserting  "and  loans  made 

19  under  the  authority  of  section  1.7(c)"  after  "other 

20  than  real  estate  loans";  and 

21  (3)  adding  at  the  end  a  new  subsection  as  fol- 

22  lows: 

23  "(c)   Community  Facility  Loans. — Loans  made 

24  under  the  authority  of  section  1.7(c)  shall  be  for  such 
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1  terms  and  on  such  security  (if  any)  as  made  be  prescribed 

2  by  policies  adopted  by  the  board  of  directors  of  the  bank.". 

3  (d)  Purposes  for  Extension  of  Credit. — Section 

4  1.11  (12  U.S.C.  2019)  is  amended  by— 

5  (1)  in  subsection  (a)(1),  inserting  ",  other  than 

6  loans  under  section  1.7(c),"  after  "Loans"; 

7  (2)  in  subsection  (b)(2),  striking  out  "this  title" 

8  and  inserting  in  lieu  thereof  "section  1.7(a)";  and 

9  (3)  adding  at  the  end  a  new  subsection  as  fol- 

10  lows: 

11  "(d)   Community  Facilities. — The  Farm  Credit 

12  Banks  may  make  and  participate  with  other  lenders  in 

13  loans  for  the  purpose  of  constructing,  installing,  maintain- 

14  ing,  expanding,  improving,  or  operating  water  or  waste 

15  disposal  facilities,  pollution  abatement  and  control  facili- 

16  ties  and  programs,  or  other  essential  community  facilities, 

17  including  necessary  related  equipment,  in  rural  areas:  Pro- 

18  vided,   That,  for  purposes  of  this  subsection,  the  term 

19  "rural  area"  means  all  territory  of  a  State  that  is  not 

20  within  the  outer  boundary  of  any  city  or  town  having  a 

21  population  of  more  than  20,000  based  on  the  latest  decen- 

22  nial  census  of  the  United  States.". 

23  (e)  Conforming  Amendments. — Section  7.6  (12 

24  U.S.C.  2279b)  is  amended  by— 
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1  (1)  in  the  material  preceding  paragraph  (1)  of 

2  subsection  (a),  inserting  "direct  lending"  before  "au- 

3  thority",  and  striking  out  **,  to  make  and  participate 

4  in  long-term  real  estate  mortgage  loans"; 

5  (2)  in  paragraph  (1)  of  subsection  (b) — 

6  (A)    striking   out    "long-term    real    estate 

7  mortgage  loan  authority,"  and  inserting  in  lieu 

8  thereof  "lending  authority";  and 

9  (B)    inserting   after   "transferring  bank," 

10  the  following:  "and  shall  possess  the  powers  de- 

11  scribed  in  paragraphs  (12)  and  (16)  of  section 

12  1.5  in  connection  with  such  lending  authority,"; 

13  and 

14  (3)  adding  at  the  end  the  following  new  sub- 

15  section  as  follows: 

16  "(e)  Transfers  of  Additional  Authorities. — 

17  Whenever  a  transfer  of  direct  lending  authority  under  sub- 

18  section  (a)  or  (d)  has  occurred  prior  to  the  date  of  enact- 

19  ment  of  this  subsection,  including  a  transfer  of  direct  lend- 

20  ing  authority  to  an  association  resulting  from  a  merger 

21  under  section  411  of  the  Agricultural  Credit  Act  of  1987, 

22  any  direct  lending  authority  conferred  on  any  bank  de- 

23  scribed  in  subsection  (a)  or  (d)  on  or  after  the  date  of 

24  enactment  of  this  subsection  shall  automatically  transfer 
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1  to  the  transferee  association  at  the  time  the  authority  is 

2  conferred  on  the  bank.". 

3  SEC.  202.  BANK  FOR  COOPERATIVE  FINANCING  OF  UTIIJTY- 

4  RELATED  SERVICES. 

5  Section  3.7(a)  (12  U.S.C.  2128(a))  is  amended  by 

6  adding  before  the  period  at  the  end  of  the  third  sentence 

7  the  following:  ";  and  each  bank  may  make  or  participate 

8  in  loans  or  commitments  and  extend  other  technical  and 

9  financial  assistance  to  other  parties  for  electric  power  gen- 

10  eration  and  transmission  operations  and  projects  that  pro- 

11  vide,  to  entities  eligible  to  borrow  from  the  bank  under 

12  section  3.8,  power,  power  generation  byproducts,  or  other 

13  related  benefits  or  services  that  are  of  material  economic 

14  benefit  to  such  eligible  entities". 

15  TITLE  III— CREDIT  FOR  RURAL  HOUSING 

16  SEC.  301.  IMPROVING  THE  AVAILABILITY  OF  CREDIT  FOR 

17  RURAL  HOME  BUYERS. 

18  (a)  Population  Limitations. — 

19  (1)  Fakm  CREDIT  BANKS. — Section  1.11(b)(3) 

20  (12  U.S.C.  2019(b)(3))  is  amended  by  striking  out 

21  "2,500   inhabitants"   and  inserting  in   lieu  thereof 

22  "20,000  inhabitants". 

23  (2)  Production  credit  associations. — Sec- 

24  tion  2.4(b)(3)  (12  U.S.C.  2075(b)(3))  is  amended  by 
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1  striking  out  "2,500  inhabitants"   and  inserting  in 

2  lieu  thereof  "20,000  inhabitants". 

3  (3)  Conforming          change. — Section 

4  8.0(l)(B)(i)  (12  U.S.C.  2279aa(l)(B)(i))  is  amend- 

5  ed  by  striking  out  "2,500  inhabitants"  and  inserting 

6  in  heu  thereof  "20,000  inhabitants". 

7  (b)  Percentage  of  Loan  Portfolio. — 

8  (1)  Farm  credit  banks. — Section  1.11(b)(2) 

9  (12  U.S.C.  2019(b)(2))  is  amended  by  striking  out 
10  "15  percent"  and  inserting  in  Ueu  thereof  "20  per- 
il cent". 

12  (2)  Production  credit  associations. — Sec- 

13  tion  2.4(b)(2)  (12  U.S.C.  2075(b)(2))  is  amended  by 

14  striking  out  "15  percent"  each  place  it  appears  and 

15  inserting  in  lieu  thereof  "20  percent". 

16  (c)  Home  Equity  Financing. — 

17  (1)  Farm  credit  banks. — 

18  (A)  First  lien  requirement. — Section 

19  1.10(a)(2)  (12  U.S.C.  2018(a)(2)),  as  amended 

20  by   section   201(c)(1)    of  this   Act,    is   further 

21  amended  by  striking  out  "All"  and  inserting  in 

22  lieu  thereof  "Except  with  respect  to  loans  made 

23  to  rural  residents  for  personal,  family,  or  house- 

24  hold  needs  other  than  rural  housing  financing, 

25  all". 
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1  (B)        Lending       authority. — Section 

2  1.11(b)(1)  (12  U.S.C.  2019(b)(1))  is  amended 

3  by  inserting   "and   other  personal,   family,   or 

4  household  needs"  after  "housing  financing". 

5  (2)  Production  credit  associations. — Sec- 

6  tion  2.4(a)(2)  (12  U.S.C.  2075(a)(2))  is  amended  by 

7  inserting  "and  other  personal,  family,  or  household 

8  needs"  after  "housing  financing". 

o 
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OPENING  STATEMENT  OF  HON.  LARRY  COMBEST,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  COMBEST.  Mr.  Chairman,  thank  you  very  much.  Mr.  Chair- 
man, although  this  is  an  extremely  controversial  bill,  I  believe  it 
is  good  to  air  entirely  this  summer  the  issues  H.R.  4129  represents. 

Many  of  our  colleagues  who  are  new  to  this  subcommittee  may 
not  realize  that  some  of  these  matters  have  been  considered  by  this 
subcommittee  in  one  form  or  the  other  for  many  years. 

I  could  be  mistaken,  but  I  believe  this  may  be  the  first  time  that 
we  have  considered  them  as  a  legislative  proposal  complete  with  a 
House  bill  number.  Certainly  some  of  the  proposals  are  new  and 
call  for  closer  examination.  Adequate  credit  in  rural  America  con- 
tributes to  the  vitality  of  rural  Americans. 

And  this  bill  rightly  attempts  to  address  this  perceived  need. 
Small  communities  that  supply  the  farms  of  horsepower  and  imple- 
ments have  been  gone  for  a  long  time.  Now,  it  is  the  larger  town, 
perhaps  even  the  county  seat,  that  is  trying  to  avoid  the  same  fate. 

In  many  regions  of  the  country,  the  rural  community  where 
goods  may  be  purchased  and  farmers  may  conduct  their  financial 
affairs,  is  or  will  soon  be  a  multicounty  hub  servicing  farmsteads 
located  60,  80  or  possibly  even  100  miles  away.  It  is  unclear,  how- 
ever, that  our  lack  of  economic  development  and  subsequent  popu- 
lation losses  in  rural  America  are  caused  by  a  lack  of  adequate  fi- 
nancial services. 

I  trust  we  will  discuss  that  issue  this  morning.  Credit  matters 
under  the  jurisdiction  of  this  subcommittee,  it  seems  we  have  al- 
ways been  reacting  to  one  crisis  or  another,  needing  a  quick  solu- 
tion. Even  though  this  bill  appears  to  be  a  hot  potato,  Mr.  Chair- 
man, for  once  it  seems  with  a  sigh  of  relief  the  committee  has  the 
luxury  of  considering  these  issues  deliberately  and  completely  and 
I  would  advise  that  we  do  just  that. 

I  thank  the  chairman  for  yielding. 

Mr.  Johnson.  Mrs.  Thurman,  any  opening  remarks? 

Mrs.  Thurman.  No. 

Mr.  Johnson.  Does  the  gentleman  from  Oklahoma  have  any 
opening  remarks? 

Mr.  Lucas.  No,  thank  you. 

Mr.  Johnson.  Any  prepared  statements  received  from  the  mem- 
bers will  be  placed  at  this  point  in  the  record. 

[The  prepared  statements  of  Ms.  McKinney  and  Mr.  Hilliard  fol- 
low:] 
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STATEMENT  OF  CONGRESSWOMAN  CYNTHIA  MCKINNEY 


Good  morning.  Mr.  Chairman  I  would  like  to  commend  this 
committee  for  having  this  hearing  on  this  important  issue.  I'd  like  to 
congratulate  Representative  Eva  Clayton  for  introducing  The  Rural 
Credit  and  Development  Act  of  1994. 

A  necessity  of  rural  America  is  to  have  decent  homes  for  their 
families.     Access  to  mortgage  credit  will  fulfill  that  need.  For  so 
many  years  our  rural  communities  have  not  had  this  vehicle  to 
provide  the  resources  for  decent  homes. 

In  rural  areas  many  homes  do  not  fit  the  profile  required  by 
secondary  markets.  Rural  homes  may  not  be  on  paved  roads,  have 
access  to  sewer  systems,  or  be  near  enough  to  a  population  center  to 
gain  access  to  these  markets.  In  my  own  district,  the  11th  district  of 
Georgia,  some  of  my  constituents  still  don't  have  running  water. 
For  that  reason  alone  we  need  this  legislation  to  be  implemented. 

Mr.  Chairman,  the  Rural  Credit  and  Development  Act  of  1994  can  be 
that  vehicle  our  rural  citizens  need  to  save  their  homes,  families,  and 
communities. 


Again  I  commend  Mrs.  Clayton  for  bringing  this  issue  before  the 
committee  today. 
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TESTIMONY  FOR 


CONGRESSMAN  EARL  P.  MILLIARD 


BEFORE  THE  SUBCOMMITTEE  ON 


ENVIRONMENT,  CREDIT,  AND  RURAL  DEVELOPMENT 


MR.  CHAIRMAN.   FIRST,  I  WOULD  LIKE  TO  COMMEND  YOU  FOR 
ALLOWING  THIS  SUBCOMMITTEE  TO  HOLD  HEARINGS  ON  THIS 
IMPORTANT  LEGISLATION.    AS  THE  REPRESENTATIVE  OF  THE 
SEVENTH  CONGRESSIONAL  DISTRICT  OF  ALABAMA,  WHICH  IS 
RANKED  AS  THE  POOREST  DISTRICT  IN  THE  STATE  AND  ONE  OF 
THE  POOREST  IN  THE  NATION,  I  KNOW  THE  IMPORTANCE  OF 
PROVIDING  FINANCL\L  ASSISTANCE  TO  DISTRESSED  RURAL 
COMMUNITIES. 

H.R.  4129,  THE  RURAL  CREDIT  AND  DEVELOPMENT  ACT  OF  1994  AS 
INTRODUCED,  MAY  BE  A  GOOD  STEP  IN  THE  RIGHT  DIRECTION. 
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THE  INTENT  OF  THIS  LEGISLATION  IS  TO  PROVIDE  FINANCIAL 
SERVICE  AND  ADDITIONAL  CREDIT  TO  RURAL  RESIDENTS  AND 
BUSINESSES  BY  UTILIZING  THE  RESOURCES  OF  THE  FARM  CREDIT 
SYSTEM.   BY  DOING  THIS,  WE  WILL  PROVIDE  EXTRA  ASSISTANCE 
WITHOUT  CREATING  ANY  NEW  GOVERNMENT  AGENCIES,  OR 
SPENDING  ANY  NEW  FEDERAL  FUNDS.   THE  FARMERS  AND 
RANCHERS  OF  OUR  NATION  HAVE  ENJOYED  THE  SERVICES 
EXTENDED  TO  THEM  BY  FARM  CREDIT  BANKS  FOR  DECADES,  AND 
NOW  WE  HAVE  THE  OPPORTUNITY  TO  EXTEND  fHESE  SERVICES  TO 
OTHER  RURAL  RESIDENTS.   HOWEVER,  WE  MUST  CONTINUE  TO 
MAINTAIN  A  FAIR  AND  COMPETITIVE  BUSINESS  ENVIRONMENT. 
THE  COMMERCDVL  BANKING  SYSTEM  HAS  SEVERAL  GUIDELINES 
AND  REGULATIONS  THAT  THEY  MUST  ABIDE  BY  WHEN  DOING 
BUSINESS  WITH  THE  PUBLIC.   THE  FAIR  CREDIT  REPORTING  ACT, 
AND  THE  COMMUNITY  REDEVELOPMENT  ACT  ARE  JUST  TWO  LAWS 
THAT  WERE  CREATED  TO  ASSURE  THAT  FAIR  AND  EQUAL  LENDING 
PRACTICES  ARE  CARRIED  OUT  BY  FINANCIAL  INSTITUTIONS. 

IF  OUR  GOAL  IS  TO  PROVIDE  BETTER  SERVICE  TO  RURAL  AMERICA, 
WE  MUST  ALSO  MAKE  SURE  THAT  WE  DO  NOT  CREATE  AN 
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UNHEALTHY  BUSINESS  ENVIRONMENT  AT  THE  SAME  TIME. 

I  LOOK  FORWARD  TO  WORKING  WITH  YOU  AND  MRS.  CLAYTON  TO 
GET  A  GOOD  PIECE  OF  LEGISLATION  PREPARED  FOR  OUR 
CONSIDERATION.   THANK  YOU,  MR.  CHAIRMAN. 
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Mr.  Johnson.  With  that,  the  subcommittee  welcomes  our  col- 
league, Mrs.  Clayton,  the  sponsor  of  this  legislation,  and  the  Chair 
would  observe  that  Mrs.  Clayton  has  already  established  a  very 
strong  reputation  in  this  Congress  as  a  very  vocal  and  effective  ad- 
vocate and  leader  for  interests  of  rural  development  and  economic 
opportunities  in  rural  areas. 

We  are  very  pleased  to  have  you  join  us  at  that  end  of  the  table 
here,  and  then  come  up  and  join  us  as  a  member  of  the  subcommit- 
tee for  the  rest  of  the  panels. 

Mrs.  Cla3rton,  why  don't  you  proceed. 

STATEMENT  OF  HON.  EVA  M.  CLAYTON,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NORTH  CAROLINA 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman.  Thank  you  for  allow- 
ing us  to  have  this  hearing. 

Mr.  Chairman  and  members  of  the  subcommittee,  it  is  a  pleasure 
and  an  honor  for  me  to  appear  before  you  to  testify  in  support  of 
H.R.  4129,  the  Rural  Credit  Development  Act  of  1994. 

As  you  may  know,  I  introduced  this  legislation  on  March  24, 
1994.  When  I  came  to  Congress  as  a  new  Member  at  the  beginning 
of  this  session,  I  had  several  choices  available  for  my  committee  as- 
signment. After  a  good  deal  of  contemplation,  I  made  the  choice  to 
pursue  membership  on  this  Agriculture  Committee. 

In  great  part,  this  decision  was  based  on  my  beiief  that  the 
House  Agriculture  Committee  could  be  the  best  vehicle  to  make  a 
difference  in  the  area  of  rural  economic  development.  My  subse- 
quent request  to  be  placed  on  this  subcommittee  reflects  this  con- 
cern. 

As  the  Member  of  Congress  representing  the  First  Congressional 
District  of  North  Carolina,  I  have  placed  the  goal  of  rural  economic 
development  on  the  top  of  my  legislative  agenda.  The  vast  majority 
of  my  eastern  North  Carolina  district  is  extremely  rural.  Although 
agriculture  has  been  the  mainstay  of  the  regional  economy  for 
many  years,  we  have  witnessed  a  remarkable  economic  transition. 

Agriculture,  which  continues  to  provide  many  of  my  constituents 
with  good  jobs,  cannot  yield  all  of  the  answers  involving  community 
development  for  our  rural  areas.  Typical  of  many  rural  regions  in 
this  Nation,  economies  have  diversified  and  rural-based  industries 
have  flourished.  Unfortunately,  production  agriculture  alone  cannot 
support  the  economy  for  rural  America. 

Mr.  Chairman,  I  have  seen  chronic  unemployment,  poverty,  poor 
housing,  poor  infrastructure  throughout  the  rural  areas  within  my 
district.  The  prevailing  nature  of  this  problem  is  a  flashing  warn- 
ing sign  of  a  rural  economy  that  has  tremendous  needs — needs 
which  are  not  being  addressed  by  the  status  quo. 

As  rural  America  continues  to  experience  grave  difficulties,  we 
must  act  to  provide  rural  areas  with  the  appropriate  tools,  includ- 
ing good  schools,  properly  trained  workers,  adequate  market  struc- 
ture, good  management,  community  facilities,  and  available  and  af- 
fordable capital.  Available  capital  for  rural  communities  is  a  nec- 
essary ingredient  to  ensure  that  economic  development  is  written 
into  the  overall  strategy. 

I  believe  that  H.R.  4129  begins  the  arduous  process  of  confront- 
ing the  problems  pertaining  to  the  lack  of  accessible  credit  on  the 
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national  level.  Although  this  legislation  is  not  a  panacea  for  some 
rural  economies  facing  systemic  issues  of  concern,  it  begins  the 
process  of  change  by  equipping  rural  communities  with  rural 
friendly  tools  for  economic  progress. 

Since  introduction  of  this  legislation,  over  60  of  my  colleagues, 
both  Democrats  and  Republican,  have  joined  me  in  sponsoring  this 
bill.  Over  50  national,  regional,  and  State  organizations  which  are 
active  in  our  rural  areas  have  written  my  office  to  endorse  this  ini- 
tiative. These  individuals  and  groups  understand  the  needs  of  rural 
areas  and  they  know  that  additional  resources  must  be  brought  to 
bear — must  be  brought  to  bear  to  address  these  concerns.  A  partial 
list  of  these  organizations  is  attached  to  my  prepared  statement. 

However,  I  also  acknowledge  that  this  proposal  is  controversial. 
But,  this  controversy  stems  from  the  need  how  best  to  serve  the  in- 
terest of  rural  America.  I  recognize  that  many  members  of  this  sub- 
committee have  declined  to  cosponsor  this  bill  due  to  this  difference 
of  opinion.  Nevertheless,  the  controversy  of  this  bill  should  not 
deter  us  from  debating  the  merits  of  this  legislation  and  doing 
what  is  necessary. 

Later  this  morning,  the  subcommittee  will  hear  from  interested 
parties  who  believe  this  legislation  goes  too  far.  For  several  years, 
I  worked  as  a  consultant  to  several  banks  in  the  State  of  North 
Carolina.  I  have  encouraged  and  witnessed  regional  banks  become 
active  partners  with  organizations  in  economic  development 
projects  throughout  North  Carolina. 

Through  my  experience  in  serving  on  an  advisory  committee  of 
a  bank  for  many  years,  I  understand  what  competition  is  all  about 
and  what  is  needed  to  be  profitable  in  the  banking  industry.  It  is 
my  hope  that  this  subcommittee  will  encourage  those  who  may  op- 
pose this  legislation  to  set  aside  their  differences  and  work  to  cre- 
ate more  opportunities  for  our  rural  citizens. 

In  the  big  picture,  the  Farm  Credit  System  and  commercial 
banks  possess  a  symbolic  relationship.  My  bill  provides  bankers  an 
outlet  or  a  secondary  market  for  their  loans.  Banks  would  benefit 
from  loans  provided  by  the  Farm  Credit  System  through  the  added 
infrastructure  and  economic  development  of  rural  areas. 

Furthermore,  because  the  Farm  Credit  System  is  not  a  deposi- 
tory institution,  commercial  banks  would  directly  benefit  if  rural 
areas  received  credit  through  the  System.  Rural  citizens  must  put 
their  deposits  somewhere.  A  more  vibrant  rural  economy  and  the 
creation  of  new  jobs  will  benefit  all  residents  in  these  areas,  includ- 
ing regional  and  local  banks,  thrifts,  farm  credit  associations,  all  of 
which  have  an  interest  in  serving  the  interests  of  rural  commu- 
nities. 

Each  of  you  on  this  subcommittee  understand  the  difficulties  fac- 
ing our  small  towns  and  cities  across  this  great  Nation.  Rural  coun- 
ties have  lost  population.  From  1980  to  1990,  unemployment  in 
these  areas  amounted  to  almost  9  percent.  One  in  every  four  farm 
households  had  an  income  below  the  poverty  line — more  than  twice 
the  national  average. 

As  rural  communities  have  become  less  dependent  on  agri- 
culture, farmers  have  become  more  dependent  on  jobs  provided  by 
those  rural  communities.  USDA  statistics  clearly  indicate  that  off- 
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farm  income  now  accounts  for  more  than  80  percent  of  the  average 
income  of  farmers. 

But  what  are  our  constituents  saying  about  this  bill?  The  Colo- 
rado Cattlemen's  Association  says,  "the  local  development  efforts 
are  the  best  to  reversing  the  downward  spiral  of  rural  economies." 
The  Southern  Association  of  State  Departments  of  Agriculture  ap- 
proved a  policy  statement  in  June  which  stated  that  the  legislation 
is  "an  investment  in  the  future." 

My  own  State,  the  North  Carolina  Agribusiness  Council,  adopted 
a  resolution  which  noted  that,  "the  rural  areas  are  in  need  of  new 
sources  of  credit  for  rural  residents,  agribusiness,  public  service, 
business  enterprises  without  spending  government  money  or  add- 
ing to  the  Federal  bureaucracy." 

The  president  of  the  Rocky  Mountain  Farmers  Union  said  that 
rural  revitalization  "*  *  *  will  require  capitalization  for  new  co- 
operatives and  other  local-owned  businesses  that  provide  added 
processing  and  economic  diversification  to  keep  dollars  flowing 
along  the  Main  Street  of  rural  communities."  The  New  York  State 
Association  of  Realtors  has  said  that  this  bill  "*  *  *  would  allow 
for  the  cooperative  farm  credit  to  play  an  important  role  in  provid- 
ing the  credit  needed  to  rebuild  rural  communities." 

All  of  these  letters  have  one  thing  in  common:  They  point  out 
that  the  revitalization  of  rural  America  requires  specific  plans  that 
are  tailored  to  local  resources  and  needs.  H.R.  4129  meets  that 
test. 

What  does  this  legislation  do  and  how  does  it  change  current 
law? 

First,  it  draws  on  the  existing  structure  of  the  Farm  Credit  Sys- 
tem. It  uses  this  nationwide  rural-based  network  of  financial  co- 
operatives as  one  vehicle  to  help  provide  desperately  needed  credit 
to  rebuild  rural  America.  With  250  farm  credit  institutions  and 
more  than  1,400  branch  offices,  the  System  can  be  utilized  as  a 
conduit  for  bringing  private  investment  from  Wall  Street  to  our 
rural  Main  Streets.  Significantly,  this  can  be  accomplished  at  no 
cost  to  the  U.S.  Treasury. 

Second,  the  bill  provides  additional  sources  of  credit  for  financing 
agricultural-related  businesses  that  deserve,  want,  and  need  the 
expertise  of  the  Farm  Credit  System.  The  operative  phrase  here  is 
additional  and  not  a  substitute  for  existing  private  sector  involve- 
ment. 

Third,  this  legislation  would  give  communities  new  alternatives 
for  financing  infrastructure,  which  is  urgently  needed  to  meet 
water  and  sewer  and  other  community  needs  involving  infrastruc- 
ture formation. 

Fourth,  H.R.  4129  provides  rural  residents  living  in  with  a  new 
alternative  in  financing  their  homes. 

We  are  confident  the  need  exists,  and  we  have  provided  a  vehicle 
in  order  to  facilitate  the  response  to  these  needs.  Moreover,  we 
have  identified  an  entity  which  will  allow  rural  areas  to  control 
their  own  destinies.  And,  we  can  proclaim  with  confidence  that  this 
will  not  cost  the  U.S.  taxpayers. 

We  must  boldly  move  forward  to  give  all  Americans  new  opportu- 
nities to  get  back  to  work.  We  must  keep  faith  with  our  constitu- 
ents in  rural  America.  This  bill,  H.R.  4129,  may  not  be  perfect,  but 
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it  provides  us  with  a  framework  and  the  basic  elements  for  a  seri- 
ous discussion  regarding  rural  economic  development. 

It  should  not  be  construed  that  this  legislation  diminishes  the 
Farm  Credit  System's  resolve  and  commitment  toward  the  farm 
community  which  they  currently  serve.  I  invite  other  actors  in- 
volved in  rural  economic  development  to  join  me  in  a  serious  dis- 
cussion of  improving  our  rural  communities.  In  the  final  analysis, 
we  must  work  for  the  benefit  of  people  in  rural  areas  and  not  insti- 
tutions. 

I  thank  you  and  urge  my  colleagues  to  join  me  in  the  task  of 
moving  this  legislation  forward. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mrs.  Clayton  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Johnson.  Thank  you.  Representative  Clayton,  for  your  hard 
work  in  putting  together  this  legislation,  and  as  you  indicate,  pro- 
viding this  subcommittee  a  specific  framework  with  which  to  dis- 
cuss critically  important  issues  relative  to  rural  credit. 

In  your  home  congressional  district,  is  there  a  lack  of  commercial 
banking  activity  there  leaving  gaps,  or  is  it  simply  a  matter  that 
the  banks  are  unable  to  meet  the  needs  of  agricultural  business  in- 
frastructure and  homebuyers  on  top  of  what  they  already  do? 

Mrs.  Clayton.  Well,  banks  are  very  active  in  my  State,  and 
some  banks  are  more  active  in  rural  areas  than  others.  But  there 
still  is  a  need  for  available,  affordable  capital,  that  banks  still  will 
not  serve. 

It  may  be  a  risk  aversion  or  it  may  be  the  kinds  of  things  that 
people  like  to  go  into.  Additionally,  since  this  bill  does  propose  to 
extend  beyond  agriculture,  there  are  agricultural  initiatives,  enter- 
prises, small  farmers  or  cooperatives  may  like  to  go,  that  may  be 
perceived  initially  as  something  that  a  bank  has  no  experience  in, 
and  they  are  most  likely  not  to  do  it. 

I  see  this  in  my  home  area  as  being  most  available  in  small  loans 
or  loans  that  have  areas  relating  to  agriculture.  I  don't  know,  I 
think  later  the  testimony  will  be  by  a  group  of  bankers  who  are 
now  in  the  business  of  growing  a  commodity  that  is  new  to  your 
area,  not  new  necessarily  to  our  State. 

Those  are  the  kind  of  issues  that  banks  are  not  likely  to  get.  As 
I  said  in  my  testimony,  I  am  not  unfamiliar  with  banks.  I  served 
on,  I  guess  more  than  10  years  on  an  advisory  committee  of  a  bank 
in  the  State  capital,  so  I  know  they  have  made  efforts  to  try.  This 
is  to  give  additional  resources  and  I  want  to  emphasize  that. 

It  is  not  to  say  that  banks  are  not  important,  shouldn't  continue 
a  very  vibrant  role  in  economic  development.  But  I  would  perceive 
that  banks  like  cooperatives  and  like  other  resources  would  see  this 
as  adding  additional  capital  for  rural  development.  It  shouldn't  be 
perceived  as  competition  that  banks  could  not  endure. 

Again,  using  my  State  as  an  experience,  we  have  probably  one 
of  the  most  active,  vibrant  banking  communities  in  the  Southeast, 
if  not  in  the  Nation.  So  as  vast  as  the  Farm  Credit  System  of  $65 
million,  many  of  the  banks  that  I  served  as  a  consultant,  they  were 
more  than  double  that  in  their  own  portfolio.  So  we  are  not  talking 
about  something  that  should  scare  banks  away.  I  would  invite 
banks  to  be  partners  with  this. 
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Mr.  Johnson.  Of  the  three  areas  that  you  envision  the  Farm 
Credit  System  becoming  more  active  in,  agricuhural  business,  in- 
frastructure, and  homebuying,  is  there  any  one  of  those  areas  that 
you  would  prioritize  based  either  on  need  or  on  lack  of  alternative 
resources?  Or  do  you  leave  them  all  on  exactly  the  same  plain? 

Mrs.  Clayton.  I  probably  at  this  point  would  leave  them  all 
there.  I  know  there  are  some  that  are  giving  some  persons  more 
trouble  than  others.  I  think  that  we  can  discuss  as  we  go  along. 

In  terms  of  the  business  related,  I  indicated  about  the  activity  of 
some  farmers  I  know  coming  together  just  to  grow  cabbage.  And 
this  is  a  new  experience.  So  this  would  be  outside.  They  want  a 
process  plant.  So  this  would  be  a  process  plant  that  is  outside  of 
the  actual  farming  they  have. 

I  also  know  of  many  small  communities  that  need  water  and 
sewer.  You  will  hear  from  Secretary  Nash,  but  I  will  also  say  I 
know  that  Farmers  Home  is  not  meeting  all  of  those  needs.  And 
so  if  you  had  an  additional  resource  that  could  be  economically  fi- 
nanced to  encourage  the  infrastructure  where  that  was  possible, 
that  would  add  to  the  vitality  of  those  communities. 

And  last,  housing,  that  is  a  continuous  interest  of  mine.  I  would 
think  that  particular  housing  in  the  intermediary  there,  not  nec- 
essarily to  meet  the  criteria  of  Farmers  Home,  but  may  not  be  as 
profitable  as  the  commercial  banks  would  have.  And  just  knowing 
a  little  bit  about  the  underwriting  of  banks  and  of  housing,  many 
times  if  you  don't  have  a  paved  road  or  if  you  don't  have  infrastruc- 
ture, many  times  banks  will  find  it  difficult  to  underwrite  that.  So 
there  are  opportunities  even  in  the  housing  market  where  there  are 
gaps  that  could  be  addressed  in  this  bill. 

Mr.  Johnson.  Thank  you,  Representative  Clayton.  The  Chair 
will  follow  the  5-minute  rule,  and  ask  the  fellow  members  of  the 
subcommittee  to  follow  that  as  well  so  that  we  expedite  this  hear- 
ing. 

The  Chair  recognizes  the  ranking  minority  member,  Mr.  Com- 
best. 

Mr.  COMBEST.  Thank  you,  Mr.  Chairman,  and  I  thank  again  our 
colleague  for  initiating  a  bill  which  has  led  to  the  discussion  of  this 
issue.  I  indicated  in  my  opening  comments,  I  think  this  is  the  first 
time,  while  the  issue  has  been  discussed,  that  we  actually  have  leg- 
islation we  can  look  at  in  specifics. 

I  noticed,  and  as  you  indicated,  the  gentlelady  has  indicated  that 
the  controversy  and  opposition  surrounding  this  by  some,  but  I 
would  note  in  the  comments  and  the  prepared  testimony  of  some 
of  the  opponents  of  this  approach,  there  is  an  indication  and  an  ap- 
preciation for  your  efforts  to  move  forward  and  a  willingness  to  try 
to  work  to  resolve  the  problem  that  may  exist  and  to  resolve  some 
of  the  differences  that  they  have. 

I  think  any  of  us  who  have  had  a  long-time  interest  in  rural  de- 
velopment have  to  recognize  financing  is  an  integral,  vital  part  of 
that,  and  we  would  not  want  to  neglect  the  ability  to  be  able  to  ad- 
vance rural  development  because  of  a  lack  of  funding. 

There  are  concerns  that  I  have  that  I  think — I  hope  throughout 
this  process  we  can  look  at  and  try  and  understand.  One  of  the 
things  that  I  hear,  both  from — I  represent  a  very  large  agrarian 
rural  area,  that  I  hear  from  both  farmers,  from  bankers,  and  that 
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I  hear  from  what  I  call  agricultural  support  industries,  those  in  the 
small  communities,  the  co-ops,  gins,  elevators,  farm  supply  leaders, 
fertilizer,  whatever,  is  that  due  to  the  fact  that — well,  the  reasons 
sometimes  loans  aren't  made  by  banks,  which  is  generally  the  pri- 
mary financial  focus  of  a  small  community,  is  that  due  to  the  many 
heavy  regulations  that  banks  are  under  today,  many  of  those  hav- 
ing nothing  to  do  with  bank  solvency,  they  are  put  into  a  situation 
due  to  tremendous  examinations  and  heavy  loads  of  compliance 
that  it  is  not  because  they  don't  want  to  make  a  loan,  it  is  some- 
times because  they  can't,  it  won't  qualify  under  an  examination  due 
to  the  regulations. 

I  have  been  for  years  working  with  banks  in  trying  to  craft  de- 
regulation for  banks,  not  to  affect  solvency,  to  affect  many  of  the 
regulations  and  rules  and  compliances  and  reports  that  they  have 
to  meet  for  purposes  other  than  solvency  whatsoever,  and  will  con- 
tinue to  do  that. 

And  there  has  been  some  progress  in  that  area.  And  then  there 
are  some  loans  obviously  that  are  not  made  because  they  are  not 
adequate  loans.  I  would  be  very  concerned  that  we  don't,  and  obvi- 
ously you  bring  a  tremendous  expertise  to  this  area  from  your  past 
involvement.  I  want  to  be  careful  that  we  would  not,  one,  create 
an  institution,  another  financing  institution  that  would  give  an 
availability  of  an  entity,  whatever  that  is,  to  make  a  loan  that  is 
not  a  viable  loan,  and  therefore  putting  their  financial  house  in  dis- 
order and  affecting  many  other  programs  that  that  entity  might  be 
providing  otherwise. 

And  I  want  to  be  careful  that  we  don't,  due  to  the  fact  that  there 
may  be  heavy  Government  burdens  and  regulations  on  the  banking 
industry,  that  we  don't  try  to  solve  the  problem  that  they  may  have 
in  making  local  loans  by  creating  an  agency  or  entity  that  is  not 
subject  to  the  same  regulation,  and  creating  an  unfair  playing  field. 

And  rather  than  not  addressing  the  problem  that  may  have  a 
shortage  of  capital,  due  to  heavy  regulations,  we  might  be  able  to 
solve  that  problem  if  we  as  well  put  a  lot  of  emphasis  into  trying 
to  solve  some  of  those  regulatory  problems  that  banks  have. 

But  certainly  not  wanting  to  create  a  situation  in  which  we  are 
creating  an  unlevel  playing  field  simply  because  one  sector  of  the 
financial  community  happens  to  have  a  lot  of  Government  regula- 
tion or  restrictions,  audits,  and  controls. 

So  I  want,  as  we  move  forward  in  this,  for  you  to  know  from  a 
generic  and  a  general  standpoint,  I  certainly  am  willing  to  look  at, 
would  like  to  look  at,  all  sorts  of  alternatives  that  we  might  be  able 
to  accommodate  the  real  need,  which  is  adequate  financing  in  rural 
America,  but  being  very  careful  as  we  make  that  step  and  go  along 
that  path  that  we  don't  create  additional  problems  out  there  for  in- 
stitutions that  may  be  having  a  problem  because  of  heavy  Govern- 
ment influence  today.  And  I  appreciate  the  gentlelady's  interest  in 
this  area  very  much. 

Mrs.  Clayton.  Thank  you.  Congressman.  I  share  your  concern, 
but  I  would  offer  to  you  it  certainly  is  not  my  intent  to  undermine 
the  stability  of  one  institution  as  we  try  to  make  available  alter- 
natives. 

Furthermore,  it  should  be  noted  that  there  is  an  administration 
that  governs  to  make  sure  the  solvency  of  the  farm  credit  is  there. 
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and  you  will  hear  later  in  terms  of  their  responsibility  to  monitor 
to  see  about  that.  They  were  not  involved  in  the  day-to-day  oper- 
ation, administration,  but  just  to  make  sure  that  they  are  farming 
the  kind  of  stringent — under  the  right  rules  that  is  consistent  with 
their  mission,  I  think  there  is  proper  governance  and  review  of 
that. 

Mr.  Johnson.  The  Chair  recognizes  the  gentlelady  from  Florida, 
Mrs.  Thurman. 

Mrs.  Thurman.  I  have  no  questions. 

Mr.  Johnson.  The  gentleman  from  Oklahoma,  Mr.  Lucas.  The 
gentleman  from  Minnesota,  Mr.  Peterson.  Is  there  any  members  of 
the  panel  who — Mr.  Nussle. 

Mr.  Nussle.  Thank  you,  Mr.  Chairman.  Just  a  couple  of  observa- 
tions, and  then  I  would — if  you  wouldn't  mind  reacting  to  them,  I 
would  appreciate  it. 

First  of  all,  I  commend  your  intent  and  your  attitude  and  your 
concern,  because  obviously  you  are  singing  to  the  choir  in  this  room 
today.  We  are  all  concerned  about  rural  development  and  people 
who  serve  on  this  committee  typically  look  for  ways  that  we  can 
improve  that,  and  I  commend  you  for  that  attitude. 

Let  me  just  express  some  observations  and  concerns  that  I  have 
as  a  way  to  kind  of  put  it  in  context  from  my  standpoint. 

First  of  all,  when  I  go  to  town  meetings  or  I  get  comments  from 
people  concerned  about  credit  in  my  district,  it  is  from  farmers.  I 
don't  have  very  many  small  business  people,  not  that  they  are  not 
small  business  people,  but  with  that  delineation  for  the  Farm  Cred- 
it System  currently,  I  don't  have  very  many  business  people  coming 
to  me  saying  they  can't  find  credit. 

It  is  typically  a  farmer,  meaning  that  what  is  the  System  doing 
now  to  enhance  their  available  credit  to  what  they  currently  do? 
And  I  mean  that  rhetorically,  I  don't  necessarily  mean  that  you 
have  to  ask  that.  That  is  maybe  something  for  the  System  to  ask. 
But  that  is  a  concern  that  I  have.  What  are  they  doing? 

Second,  is  the  whole  concern  about  the  1987  rescue  or  bail-out 
or  assistance  that  the  Government  provided.  Some  would  suggest 
the  way  the  old  saying  goes,  that  maybe  you  ought  to  stick  to  your 
knitting  until  you  get  that  done  right  before  you  go  off  and  do  any- 
thing else  right. 

There  is  certainly  enough  credible  evidence  around  to  suggest 
that  there  is  still  some  concern.  It  is  certainly  on  the  improvement, 
but  in  an  era  when  we  have  just  gone  through  other  savings  and 
loans,  other  concerns,  rescues,  bail-outs,  et  cetera,  let's  make  sure 
these  folks  are  sticking  to  their  knitting  and  doing  that  right  first. 
That  is  another  concern  I  would  just  throw  out. 

Next  is  the  whole  issue  of  the  regulatory  playing  field.  Again,  are 
we  going  to  extend  to  the  Farm  Credit  System,  if  they  are  allowed 
to  go  into  these  types  of  lending  opportunities,  a  certain  amount  of 
community  reinvestment  responsibility,  CRA,  which  is  something 
that  the  banks  are  now,  and  savings  and  loans,  now  have  to  go 
through. 

Is  it  something  that  now  the  Farm  Credit  System  will  have  to 
go  through?  Why  isn't  SBA  filling  a  certain  need?  All  of  these 
things  just  kind  of  bubble  up  as  far  as  concerns  go.  Clearly,  the  in- 
tent on  my  part  is  to  try  and  figure  how  to  meet  your  need,  but 
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I  also  serve  on  the  Banking  Committee  and  I,  like  you,  hear  all 
about  how  well  the  banks  are  serving  needs,  how  well  some  of  the 
other  credit  institutions  are  serving  the  needs  of  their  communities 
right  now.  They  are  certainly  a  pocket  that  are  not  being  served. 

But  is  it  because — I  mean  why?  Is  it  because  it  is  a  bad  business 
decision  and  the  banks  are  coming  in  and  saying,  no,  not  now,  go 
to  SBA  if  you — let  the  Federal  Government  fund  this  if  you  really 
want  them  to  do  it,  but  we  are  not  going  to. 

So  all  of  these  questions  just  kind  of  bubble  up  in  my  mind.  And 
one  other  observation  I  would  make,  too,  that  I  know  is  true  in  my 
area  and  you  were  talking  about  infrastructure,  sewer  and  water, 
I  will  tell  you,  my  folks  in  my  area  with  Farmers  Home  right  now 
are  very  frustrated,  but  what  their  biggest  frustration  is  about,  the 
application  of  the  Clean  Water  Act  to  the  local  communities,  mak- 
ing it  almost  impossible  even  with  Farmers  Home  or  even  with 
farm  credit  or  even  with  anybody  to  meet  the  guidelines  and  sus- 
tain that  with  the  kind  of  tax  base  that  they  have  over  a  long  pe- 
riod of  time. 

So  I  just  make  those  observations  and  let  me  just  say  one  other 
thing.  I  have  a  constituent  that  will  be  testifying  a  little  later, 
Keith  Eastman,  visited  with  me  about  this  a  little  bit  yesterday. 
And  he  gave  me  some  great  ideas  about  things  not  only  in  infra- 
structure, in  public  needs,  but  also  in  some  private  needs. 

So  I  am  not  suggesting  that  I  haven't  gotten  some  answers  to 
these  questions,  but  these  are  ones  that  I  think  we  have  to  look 
out  for  before  we  just  allow  the  Farm  Credit  System  to  go  into  new 
ventures. 

Mrs.  Clayton.  I  think  they  are  all  good  questions  and  observa- 
tions. I  don't  have,  unfortunately,  all  the  answers  to  them.  And  the 
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Mr.  NUSSLE.  I  knew  that. 

Mrs.  Clayton.  The  one  answer  I  had,  you  had  it  all  the  time. 
Mr.  Eastman  is  going  to  talk  to  you  later  on.  But  I  would  say  to 
you  that  obviously  in  terms  of  the  regulatory  requirement,  this  is 
not,  again,  intended  to  loosen  the  regulatory  and  the  underwriting 
stringent  requirement  that  will  continue  to  make  this  institution 
stronger.  I  would  acknowledge  there  has  been  and  you  know  farm 
credit  perhaps  even  better  than  I.  I  know  the  banks  a  little  better 
than  I  know  farm  credit.  That  is  where  my  experience  will  be. 

But  you  would  also  acknowledge  that  banks,  savings  and  loans, 
also  have  had  some  problems  when  they  have  been  monitored.  So 
I  think  the  monitoring  requirement  should  be  maintained.  And  I 
agree  with  you,  if  there  is  new  authority,  there  should  be  a  careful 
monitoring  to  make  sure  that  new  authority  is  taken  with  new  re- 
sponsibility and  ability  to  protect  the  assets. 

They  have  grown  now  and  I  think  it  is  to  their  credit.  They  have 
overcome  that  area  that  you  know  about  and  that  this  committee 
and  others  in  Congress  assisted  them  in  coming  back.  So  I  think 
it  is  out  of  that  experience,  they  will  be  most  unlikely  to  be  taking 
risks  that  are  not  supportive  of  their  mission  and  of  their  institu- 
tion. 

Now,  the  fact  that  they  do  have  some  Government  security  indi- 
cate that  they  should  take  risks  a  little  greater  than  banks.  They 
don't  have  the  same  stringent  underwriting  requirement,  but  in  the 
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last  few  years,  even  their  pricing  and  their  rates  indicate  that  they 
are  far  more  competitive  than  they  have  been. 

So  I  think  their  history  and  their  experience  and  even  that  unfor- 
tunate experience  of  being,  from  1987  to  1991,  was  areas  where  I 
think  they  have  grown  from  that.  But  this  legislation  certainly  isn't 
suggesting,  I  don't  want  you  to  think  that  I  am  suggesting  that 
they  shouldn't  have  underwriting  criteria,  or  that  the  monitoring, 
the  administration  of  these  institutions,  should  be  loosened  simply 
because  we  want  to  broaden  the  opportunity  to  address  rural 
America.  Nor  is  it  suggesting  that  banks  are  not  viable  roles  and 
should  be  partners  with  them. 

Banks  will  always  be  the  dominant  financial  institution  in  Amer- 
ica. These  are  small  boys  on  the  block.  Now,  I  understand  there  are 
small  banks,  and  I  know  the  difference  between  a  small  bank  and 
a  big  bank,  having  worked  for  both  of  them.  So  we  are  not  talking 
about  something  that  is  going  to  replace  banks  that  are  so  vital  in 
our  community. 

Mr.  NUSSLE.  I  thank  you  for  the  legislation  you  have  introduced, 
and  I  think  a  lot  of  us — we  have  questions,  that  is  part  of  the  rea- 
son why  we  maybe  haven't  decided  to  cosponsor  it  yet,  and  I  appre- 
ciate the  chairman  holding  this  hearing  to  get  some  of  those  ques- 
tions answered. 

Thank  you. 

Mr.  Johnson.  Mr.  Pombo. 

Mr.  Pombo.  No  questions,  Mr.  Chairman. 

Mr.  Johnson.  Mr.  Gunderson. 

Mr.  Gunderson.  Thank  you,  Mr.  Chairman.  We  haven't  had  this 
much  interest  since  the  last  time  the  banks  and  the  credit  unions 
had  a  fight.  So  I  was  thinking  this  was  like  the  doctors  and  the 
chiropractors  in  health  care.  I  thought,  no,  we  can  keep  it  within 
the  financial  industry  per  se. 

I  am  struck  by  the  controversy  that  we  always  get  into  in  these 
situations,  and  I  have  three  questions  from  that  perspective  and 
they  are  questions  for  you,  Congresswoman  Clayton,  there  are 
questions  for  the  Farm  Credit  System  people,  and  there  are  ques- 
tions for  the  banking  industry  people. 

Let's  assume  that  this  is  really  an  issue  that  will  be  focused  on 
as  part  of  the  1995  farm  bill  in  the  credit  section,  let's  just  assume 
that  for  discussion  purposes.  It  would  seem  to  me  that  it  is  incum- 
bent upon  us  all  to  first  then  make  a  very  good  industry  analysis 
of  exactly  where  the  gaps  in  service  are  in  the  specific  areas  you 
have  articulated. 

I  think  it  is  incumbent  upon  frankly  the  Farm  Credit  System  to 
show  that  there  are  needs  in  these  areas  that  are  unmet,  and  I 
think  it's  incumbent  on  the  banking  industry  to  show  that  these 
needs  are  met.  So  I  think  both  sides  need  to  look  at  that. 

Second,  I  would  ask  you  and  I  would  ask  those  who  are  to  testify 
following  you,  is  there  a  ranking  of  the  different  provisions  that  are 
included  in  your  bill  in  terms  of  their  priority?  In  other  words,  is 
expanding  eligible  communities  for  home  mortgages  more  impor- 
tant than  the  secondary  lending,  or  more  important  than  the  com- 
munity facility  loans,  et  cetera? 

What,  frankly,  does  the  Farm  Credit  System  see  as  most  impor- 
tant in  terms  of  what  they  believe  both  the  need  is  and  their  ability 
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to  serve  that  need?  Because  I  suspect  there  is  going  to  be  some 
compromise  here  and  we  need  to  know  what  that  is. 

And  we  would  ask  the  banking  community  which  ones  they  are 
most  opposed  to  on  the  same  scale,  person  say,  that  they  find  most 
objectionable.  Along  that  same  line,  if  you  look  at  the  ABA  and  the 
IBA  testimony,  as  you  would  expect,  they  are  going  to  articulate 
that  part  of  their  opposition  is  the  different  standards  versus  a 
Government-sponsored  enterprise  and  the  regulations  and  taxes 
and  cost  of  money  and  things  like  that  that  they  have  to  face. 

Along  that  line,  if  we  are  going  to  expand  areas  of  eligible  serv- 
ice, I  think  the  Farm  Credit  System  needs  to  tell  us  what  other 
conditions  they  are  willing  to  accept  as  a  condition  of  expansion  of 
services  per  se.  And  along  that  same  line,  I  think  we  need  to  ask 
the  banks  what  most  concerns  them  about  what  they  believe  is  the 
unfair  advantage  that  the  Farm  Credit  System  would  have  if  they 
were  authorized  to  go  into  these  areas. 

I  don't  know  what  if  any  of  this  you  are  prepared  to  respond  to 
today,  Congresswoman,  but  I  think  these  are  questions  that  we  all 
have  to  answer  once  we  have  established  our  positions  and  we  get 
into  real  serious  positive  discussions. 

Mrs.  Clayton.  You  are  right.  Congressman,  I  think  some  of 
those  are  hopeful  to  be  answered  for  you.  Some  of  them  I  will  not 
be  in  a  position  to  answer. 

As  to  the  priorities  of  the  legislation  in  response  earlier  to  a  simi- 
lar inquiry,  I  felt  that  at  this  time  we  ought  to  let  them  all  stay 
on  the  table,  that  we  may  understand  as  we  go  along,  you  are 
right,  there  may  be  some  modification  and  we  can  discern  that  as 
we  develop  it  further. 

Obviously  it  is  important  to  have  business-related  agriculture 
outside  of  the  farming  area.  It  is  important  to  have  a  community 
facility-like  infrastructure;  it  is  equally  important  to  have  housing. 
You  are  right  that  the  farm  credit,  and  you  will  hear  about  the 
need  from  individuals  and  as  well  as  from  farm  credit  and  some 
other  associations  talking  about  the  need. 

But  I  would  submit  to  you  that  banks  would  be  hard-pressed, 
too,  to  determine  that  they  knew  adequately  what  the  needs  were 
in  their  market.  That  is  what  I  did,  was  need  analysis  and  you  call 
it  a  demand  analysis.  And  I  have  been  asking  for  that,  because 
that  would  have  enhanced  me  tremendously  and  I  knew  the  re- 
search we  needed.  But  you  usually  don't  do  that.  You  need  a  de- 
fined market  area  to  do  that. 

What  you  will  hear  is  the  experience  of  individuals  who  have 
tried  to  get  loans  and  to  the  degree  the  preponderance  of  that  gives 
us  a  body  of  information  that  we  can  act  on.  Or  maybe  a  study 
should  be  entailed  to  do  that.  But  for  the  fact  that  someone  cannot 
show  you  a  demand  analysis  of  rural  America  implicit  with  statis- 
tical data,  is  really  not  altogether  that  unusual. 

I  will  be  hard-pressed  for  any  commercial  bank  to  show  me  the 
statistical  need  for  all  businesses  in  any  one  area,  unless  it  is  geo- 
graphically defined  here,  they  have  other  conditions  defined.  It  is 
just  hard  to  come  by.  So  you  do  that  when  you  are  focused  better. 
Not  to  suggest  it  couldn't  happen,  there  just  usually  is  not  a  need, 
because  banks  overlap  each  other. 
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Mr.  GUNDERSON.  Let  me  give  you  an  example.  I  have  met  a  com- 
munity who  wants  a  sewer  and  water  loan.  I  have  met  hundreds 
of  communities  who  want  sewer  and  water  grants.  I  think  that  is 
the  classic  example  of  part  of  the  problem  we  have  to  analyze  here. 
So  I  wish  you  well. 

Mrs.  Clayton.  That  has  been  my  experience,  too.  Unfortunately, 
these  are  not  grants,  these  are  loans. 

Mr.  Johnson.  Ms.  McKinney. 

Ms.  McKinney.  Mr.  Chairman,  I  don't  think  I  have  any  ques- 
tions. 

Mr.  Johnson.  All  right.  Mr.  Barrett. 

Mr.  Barrett.  Thanks  Mr.  Chairman.  Very  quickly,  in  perusing 
your  testimony,  it  occurred  to  me  that  some  of  the  provisions  might 
be  new,  some  of  them  old,  and  perhaps  as  an  adjunct  to  Mr.  Gun- 
derson's  comments,  some  of  these  have  been  around  a  long  time 
and  some  have  stirred  emotions  in  the  past  to  the  point  where  per- 
haps there  wasn't  even  a  fair  forum  for  discussion. 

So  I  think  this  is  a  very  positive  move  on  your  part,  and  I  am 
glad  you  brought  it  to  the  committee,  and  I  would  hope  that  this 
is  perhaps  the  first  of  more  hearings  on  this  subject  and  discus- 
sions. 

Very  quickly,  in  just  looking  at  your  prepared  testimony,  you  are 
suggesting  that  your  bill  provides  bankers  an  outlet  or  a  secondary 
market  for  their  loans,  and  that  jumped  out  at  me  because  are  we 
implying  here  that  there  is  not  a  secondary  market  for  loans?  In 
my  territory,  I  believe  there  is. 

Mrs.  Clayton.  Yes,  there  is. 

Mr.  Barrett.  Or  are  we  suggesting  that  we  are  setting  up  a 
new 

Mrs.  Clayton.  No,  sir.  There  is,  as  you  well  know,  some  banks 
own  their  own  mortgage  corporations  themselves.  But  it  just  sim- 
ply means  that  this  is  an  additional  secondary'  market  for  loans. 

Mr.  Barrett.  But  we  are  creating  then  supposedly  a  second,  sec- 
ondary market? 

Mrs.  Clayton.  Right,  that  is  correct,  it  is  an  additional. 

Mr.  Barrett.  Well,  thanks  for  that,  for  that  embellishment. 

Thank  you,  Mr.  Chairman. 

Mrs.  Clayton.  Thank  you.  I  would  say  that  several  people  talked 
about  the  controversy  of  this  piece  of  legislation.  And  I  think  one 
of  my  colleagues  on  the  committee  asked  me  if  I  knew  how  con- 
troversial it  was,  would  I  have  introduced  it? 

I  would  like  to  think  I  would  have  anyhow,  but  I  must  confess 
to  you  I  didn't  know  how  much  controversy  this  would — I  had  not 
been  into  this  chiropractor/doctor  fight  before. 

Mr.  Barrett.  Mr.  Chairman,  could  I  quickly  add  one  other  com- 
ment? I  don't  think  Farmer  Mac  is  represented  in  the  panel  today. 

Mrs.  Clayton.  It  is  not. 

Mr.  Barrett.  If  there  is  a  subsequent  hearing,  could  we  perhaps 
hear  from  that? 

Mrs.  Clayton.  We  would  like  to.  Mr.  Chairman,  if  we  could  do 
that. 

Mr.  Johnson.  I  think  the  gentleman  has  a  good  point.  Thank 
you,  Representative  Clayton,  for  your  work  and  your  insights  on 
this,  and  we  will  move  now  to  our  first  panel. 
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That  panel  consists  of  the  Honorable  Bob  Nash,  who  is  Under 
Secretary,  Small  Community  and  Rural  Development  of  USDA.  Mr. 
Bob  Andros,  the  Executive  Assistant  to  Billy  Ross  Brown,  Chair- 
man of  the  Farm  Credit  Administration,  McLean,  Virginia.  Mr. 
Brown  is  unable  to  be  with  us  today,  but  Mr.  Andros  will  be  taking 
his  position.  And  third,  the  Honorable  Gary  C.  Byrne,  who  is  a 
Board  Member,  Farm  Credit  Administration,  Chairman  of  the 
Board,  Farm  Credit  System  Insurance  Corporation,  McLean,  Vir- 
ginia. 

Welcome  to  all  of  you.  We  appreciate  your  willingness  to  join  us 
this  morning  and  to  share  your  observations  and  insights  on  this 
important  controversial,  but  nonetheless  important  issue.  All  of 
your  statements  are  received  in  full  by  the  subcommittee  and  so 
you  may  choose,  if  you  wish,  to  summarize  or  proceed  however  you 
are  most  comfortable. 

And  we  will  begin  first  with  Mr.  Nash.  Mr.  Nash,  welcome,  and 
why  don't  you  proceed. 

STATEMENT  OF  BOB  NASH,  UNDER  SECRETARY,  SMALL  COM- 
MUNITY AND  RURAL  DEVELOPMENT,  U.S.  DEPARTMENT  OF 
AGRICULTURE 

Mr.  Nash.  Thank  you,  Mr.  Chairman,  and  I  will  take  an  oppor- 
tunity to  briefly  highlight  the  major  points  in  my  testimony.  I  am 
very  happy  to  be  here  to  present  the  Department's  views  on  H.R. 
4129. 

As  you  know,  USDA  is  the  lead  agency  for  coordinating  rural  de- 
velopment in  the  administration.  We  have  noticed  that  there  are 
some  rural  areas  that  are  doing  well  in  this  country,  those  that  are 
close  to  urban  areas  or  growing  suburban  areas,  close  to  mountains 
and  lakes  or  other  natural  amenities. 

But  in  other  places  in  the  country,  there  are  those  that  are  not 
doing  very  well  at  all.  I  am  talking  about  areas  of  persistent  pov- 
erty, 500  to  600  counties  in  this  country,  Appalachia,  the  Delta,  the 
Black  Belt,  and  the  Midwest,  suffering  out  migration  and  low  popu- 
lation density.  There  are  a  lot  of  problems  out  there. 

Let  me  give  you  a  couple  of  examples  as  compared  to  urban 
areas.  In  1992,  the  rural  poverty  rate  was  16.8  percent,  compared 
to  13.9  percent  for  rural  areas.  There  is  nothing  more  important  in 
my  opinion  to  rural  areas  than  the  creation  of  new  high-quality 
jobs  and  improving  those  jobs  that  are  already  there.  Available 
credit  is  an  important  piece  of  that. 

We  also  realize  that  the  Federal  Government  cannot,  and  should 
not,  be  the  main  provider  of  credit.  That  ought  to  fall  to  the  private 
sector  and  other  related  organizations.  Our  role  is  to  be  a  partner, 
a  limited  partner.  We  provide  support,  as  much  as  we  can;  not  get 
in  the  way;  and  let  the  private  sector  and  private  businesses  do 
their  work. 

The  type  of  funding  that  we  provide  at  USDA  basically  addresses 
those  needs  that  are  not  necessarily  easily  handled  by  the  private 
sector,  start-up  capital,  in  some  cases  what  you  might  call  venture 
capital,  small  and  limited  resource  farmers. 

These  are  the  kinds  of  things  that  we  do  oftentimes  in  partner- 
ship with  the  private  sector.  What  we  are  currently  doing  is  exam- 
ining a  number  of  proposals  to  make  sure  that  adequate  credit  is 
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available  to  rural  areas  and  rural  communities  and  rural  busi- 
nesses. One  of  those  proposals  is  H.R.  4129. 

But  because  we  are  in  a  preliminary  stage  of  our  review,  it  would 
be  inappropriate  for  us  to  take  a  definitive  position  on  this  legisla- 
tion today.  I  will  say  that  H.R.  4129  does  expand  the  way  the  Farm 
Credit  System  utilizes  $65  billion  in  assets.  And  as  you  know,  it 
deals  with  increasing  the  maximum  population  of  communities  eli- 
gible from  2,500  to  20,000,  allows  FCS  institutions  to  buy,  from 
commercial  banks  and  other  lenders,  loans  and  interest  in  loans 
that  the  System  members  currently  are  eligible  to  make,  and  a 
number  of  other  major  provisions. 

Now,  I  know  from  my  conversations  with  Representative  Clayton 
that  she  feels  strongly  about  providing  new  ways  to  provide  addi- 
tional credit  to  rural  areas,  and  we  feel  the  same  way  because  the 
need  is  certainly  there. 

Again,  while  we  take  no  position  on  H.R.  4129,  we  do  agree  with 
Representative  Clayton  that  the  economic  health  of  rural  America 
depends  upon  a  broad  and  diverse  economic  base.  And  a  large  part 
of  achieving  that  is  adequate  credit. 

In  our  opinion,  it  makes  no  sense  for  a  large  part  of  rural  Amer- 
ica to  not  be  a  part  of  the  American  dream.  Especially  when  the 
American  dream  is  being  thrust  into  the  global  economy.  We 
should  make  sure  that  these  rural  communities  are  productive, 
rather  than  dependent. 

And  I  applaud  Representative  Clayton's  effort  in  trying  to  pursue 
making  more  credit  available.  And  there  is  no  question  that  rural 
America  could  benefit  from  additional  credit.  There  are  currently 
more  needs  than  credit  available  today. 

Let  me  talk  just  a  second  about  some  specific  programs  at  USDA. 
The  Farmers  Home  Administration  today,  in  the  area  of  direct 
home  loans,  has  about  $3.4  billion  more  demand  than  dollars  avail- 
able. The  demand  for  the  Rural  Development  Administration's 
business  and  industry  program,  community  facilities  program, 
water  and  wastewater  program,  are  also  similar.  We  have  a  back- 
log of  $3.1  billion  in  applications  above  available  funding  today. 

The  Environmental  Protection  Agency  estimates  that,  by  the  end 
of  this  century,  small  water  systems  will  incur  costs  of  about  $3  bil- 
lion to  comply  with  the  Safe  Drinking  Water  Act,  and  about  $20 
billion  to  repair  and  replace  existing  drinking  water  systems.  And 
that  doesn't  even  count  the  communities  in  this  country  or  individ- 
uals in  this  country  or  families  who  don't  have  hot  and  cold  run- 
ning water. 

EPA's  assessment  for  wastewater  reflects  that  the  United  States 
will  need  to  spend  $108  billion  by  the  year  2012  to  comply  with  the 
Clean  Water  Act.  The  rural  part  of  that  is  about  $22  billion. 

We  realize  that  there  are  tight  fiscal  times,  and  that  we  can't 
solve  all  the  needs. 

But  we  think  we  ought  to  be  as  creative  and  as  innovative  and 
as  aggressive  as  we  can  to  meet  some  of  those  needs. 

What  we  have  been  trying  to  do  at  USDA  is  weigh  in  on  those 
national  programs,  such  as  the  empowerment  zone  program,  to 
make  sure  these  rural  areas  are  full  partners  in  that  program,  to 
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weigh  in  on  the  proposed  Community  Development  Financial  Insti- 
tution Act  to  make  sure  that  community  development  corporations, 
small  banks,  credit  unions,  have  access  to  those  dollars. 

And  in  our  1995  budget,  we  have  made,  we  think,  some  signifi- 
cant increases,  not  near  enough,  but  the  business  and  industry 
loan  program  has  been  increased,  our  program  for  water  and 
wastewater  disposal  has  been  increased,  and  we  hope  to  be  able  to 
finance  about  116,000  housing  units  in  1995,  if  our  budget  is  ap- 
proved. 

In  closing,  let  me  say  that  we  strongly  support  the  concept  of  ex- 
panding credit  in  rural  America  and  we  are  committed  to  studying 
more  specifically  the  measures  included  in  H.R.  4129  and  finding 
ways  to  create  more  cost  effective,  reliable  and  accessible  credit  in 
rural  America. 

Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate 
the  opportunity  to  be  here  and  I  will  be  happy  to  answer  any  ques- 
tions, whenever  you  would  like  me  to. 

[The  prepared  statement  of  Mr.  Nash  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Nash. 

And  we  will  turn  next  to  Mr.  Andros.  Welcome,  Mr.  Andros. 

STATEMENT  OF  BILLY  ROSS  BROWN,  CHAIRMAN  AND  CHIEF 
EXECUTIVE  OFFICER,  FARM  CREDIT  ADMINISTRATION,  PRE- 
SENTED BY  ROBERT  R.  ANDROS,  EXECUTIVE  ASSISTANT  TO 
THE  CHAIRMAN 

Mr.  Andros.  Thank  you,  Mr.  Chairman.  I  am  Robert  R.  Andros, 
Executive  Assistant  to  Billy  Ross  Brown,  Chairman  and  CEO  of  the 
Farm  Credit  Administration.  Mr.  Brown  is  not  able  to  be  here  with 
us  and  has  asked  me  to  read  his  statement. 

With  your  consent,  I  would  like  to  summarize  Mr.  Brown's  pre- 
pared statement,  and  I  would  ask  that  it  be  included  in  the  com- 
mittee record  in  its  entirety. 

I  want  to  thank  you  for  the  opportunity  to  testify  on  Representa- 
tive Clayton's  bill,  the  Rural  Credit  and  Development  Act  of  1994. 
FCA  is  the  independent  agency  responsible  for  the  regulation  and 
examination  of  the  banks,  associations,  and  related  entities,  and 
the  Federal  Agricultural  Credit  Corporation,  also  known  as  Farmer 
Mac,  that  comprise  what  is  known  as  the  Farm  Credit  System. 

FCA's  role  is  to  examine  System  institutions  for  compliance  with 
statute,  regulations,  and  safe  and  sound  banking  practices.  When 
necessary,  FCA  takes  enforcement  actions  to  ensure  the  safe  and 
sound  operations  of  the  Farm  Credit  System. 

In  short,  we  have  a  responsibility  to  see  that  the  purpose  of  the 
statute  is  carried  out.  We  do  not  get  involved  in  the  day-to-day 
management  of  System  institutions;  we  don't  make  their  business 
decisions;  and  we  don't  set  their  internal  policies. 

Several  years  ago,  we  developed  a  mission  statement  for  the 
agency,  which  we  use  to  focus  our  efforts  in  carrying  out  the  re- 
sponsibilities Congress  gave  FCA  through  the  Farm  Credit  Act  of 
1971.  Our  mission  is  to  "*  *  *  provide  an  effective  regulatory  envi- 
ronment to  facilitate  the  competitive  delivery  of  financial  services 
to  agriculture  while  protecting  the  public,  the  taxpayer,  and  the  in- 
vestor by  using  wisdom,  sound  judgment,  and  vision." 
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The  Farm  Credit  Act  of  1971,  as  amended,  charges  the  System 
with  the  responsibility  to  provide  credit  related  services  to  agri- 
culture, in  a  useful  and  constructive  manner.  The  System  provides 
credit  and  closely  related  services  to  American  farmers,  ranchers, 
and  producers  and  harvesters  of  aquatic  products  and  their  co- 
operatives. 

It  also  makes  housing  loans  to  rural  residents  and  loans  to  cer- 
tain farm-related  businesses  which  provide  on-farm  services  to  ag- 
ricultural producers.  Farmer  Mac  guarantees  securities  backed  by 
agricultural  real  estate  loans  and  rural  housing  loans. 

In  1987,  Congress  granted  Federal  assistance  to  rescue  the  Sys- 
tem after  the  farm  credit  crisis  of  the  mid-1980's  depleted  its  re- 
tained earnings  and  cut  its  loan  volume  from  $78  billion  to  $50  bil- 
lion, and  brought  about  the  failure  of  several  System  institutions. 

Now,  the  System  is  operating  profitably.  It  is  rebuilding  its  cap- 
ital base.  It  has  an  insurance  fund  and  has  arranged  for  repayment 
of  the  Federal  assistance.  The  FCA  Board  recognizes  that  deter- 
mining or  changing  the  public  policy  objectives  of  Government 
sponsored  enterprises — GSE — such  as  the  Farm  Credit  System,  is 
a  legislative  function  best  left  to  the  Congress. 

FCA  also  recognizes  that  System  authorities  need  to  be  re-evalu- 
ated from  time  to  time  to  ensure  that  they  are  adequate  to  achieve 
the  purposes  that  Congress  defined  for  the  System.  There  is  ample 
reason  to  reevaluate  the  System's  authorities  today. 

The  face  of  rural  America  has  changed  considerably  since  the 
System  was  created.  To  accomplish  its  public  purpose,  the  System 
needs  to  remain  a  significant  participant  in  the  market.  And,  to  do 
this,  it  needs  to  stay  current  with  changes  taking  place  in  the  fi- 
nancial services  sector,  in  agriculture,  and  in  rural  America. 

Farming  today  has  evolved  to  a  point  where  it  is  no  longer  self- 
contained,  and  it  has  become  more  and  more  dependent  on  the 
rural  community  in  which  it  exists.  Integration  of  industries  and 
specialization  have  become  common. 

Farmers  are  now  hiring  the  services  they  once  performed  for 
themselves.  As  a  result,  the  rural  community  has  become  very  im- 
portant to  farming.  System  loan  volume  has  stagnated  since  1988, 
and  when  adjusted  for  inflation,  has  actually  fallen. 

The  System's  market  share  of  total  commercial  farm  debt  is  cur- 
rently about  27  percent,  down  from  39  percent  in  1982.  In  contrast, 
commercial  banks  and  agricultural  suppliers  are  expanding  their 
shares  of  agricultural  lending.  The  high  liquidity  enjoyed  by  com- 
mercial banks  after  a  long  period  of  low  liquidity  in  the  early  sev- 
enties and  early  eighties  has  allowed  them  to  make  large  gains  in 
agricultural  market  share. 

But,  commercial  bank  liquidity  alone  may  not  be  the  full  expla- 
nation for  market  share  shifts.  The  Farm  Credit  System  may  not 
be  growing  partly  because  the  customer  base  has  shifted  since  the 
1980's.  In  other  words,  rural  America  may  be  growing  in  areas 
where  the  System's  current  authorities  do  not  permit  it  to  provide 
the  services  that  are  now  needed. 

Agriculture  was  the  dominant  industry  in  rural  America  at  the 
inception  of  the  System  in  1916.  This  is  no  longer  the  case.  Today, 
only  10  percent  of  rural  America  is  directly  involved  in  farming, 


35 

and  80  to  85  percent  of  rural  income  is  derived  from  nonfarming 
sources. 

Many  rural  areas  are  now  economically  dependent  on  manufac- 
turing, tourism,  or  retirement  industries.  If  the  System  is  to  meet 
its  statutory  charge,  Farm  Credit  System  banks  and  associations 
need  the  flexibility  to  modernize  their  operations.  They  need  the 
tools  to  help  ensure  an  adequate  and  efficient  credit  market  for  ag- 
riculture and  the  communities  that  farmers  and  ranchers  rely  on 
for  support. 

FCA  recently  conducted  a  study  to  identify  the  classes  of  risks 
that  we  believe  need  to  be  focused  on  during  the  next  few  years. 
The  study  came  up  with  risks  in  four  categories:  Credit  risk,  in- 
cluding concentration  risk  and  agricultural  lending  markets;  asset 
liability  management  practices;  general  organizational  and  man- 
agement risks;  and,  business  risk,  including  vulnerability  to  Fed- 
eral farm  and  water  policies. 

FCA  recognizes  that  changes  in  lending  authority  may  increase 
credit  and  management  risks,  but  it  will  reduce  concentration  and 
business  liability  risks  for  Farm  Credit  System  banks  and  associa- 
tions. Overall,  the  primary  new  risk  would  come  in  moving  from 
the  traditional  lending  services  to  less  familiar  businesses. 

But,  on  the  other  hand,  we  would  see  risk  reduced  by  diversify- 
ing System  lending  opportunities  and  creating  a  broader  business 
base.  My  written  statement  for  the  record  provides  further  details 
on  how  the  proposals  put  forth  in  H.R.  4129  affect  risks  to  the  Sys- 
tem. 

Should  Congress  enact  this  legislation,  FCA  believes  the  Farm 
Credit  System  banks  and  associations  could  implement  the  new  au- 
thorities in  a  safe  and  sound  manner.  Furthermore,  wider  diver- 
sification and  a  larger  borrower  base  could  provide  a  safety  and 
soundness  benefit  for  the  System  institutions. 

But,  providing  loan  purchase  authority  to  the  banks  and  associa- 
tions could  be  stressful  to  Farmer  Mac  at  this  point  in  its  develop- 
ment. In  general,  we  believe  these  proposals,  if  implemented  could 
increase  competition  which  could  lead  to  a  more  efficient  credit  de- 
livery system  for  rural  America. 

Mr.  Chairman,  that  concludes  my  prepared  remarks.  I  appreciate 
the  opportunity  to  appear  before  you  today  and  stand  ready  to  re- 
spond to  any  questions  you  might  have. 

[The  prepared  statement  of  Mr.  Brown  presented  by  Mr.  Andros 
appears  at  the  conclusion  of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Andros.  Next,  Mr.  Byrne. 

STATEMENT  OF  GARY  C.  BYRNE,  BOARD  MEMBER,  FARM 
CREDIT  ADMINISTRATION,  AND  CHAIRMAN  OF  THE  BOARD, 
FARM  CREDIT  SYSTEM  INSURANCE  CORPORATION 

Mr.  Byrne.  Thank  you,  Mr.  Chairman.  Thank  you  for  the  oppor- 
tunity to  provide  the  thoughts  of  the  Farm  Credit  System  Insur- 
ance Corporation  in  conjunction  with  the  Farm  Credit  Administra- 
tion, FCA,  regarding  H.R.  4129,  known  as  the  Rural  Credit  and  De- 
velopment Act  of  1994. 
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As  you  know,  the  Corporation's  primary  responsibility  is  to  en- 
sure the  timely  repajrment  of  the  System's  publicly  held  debt  secu- 
rities. The  System,  like  other  Government-sponsored  enterprises — 
GSE — raises  funds  in  the  national  capital  markets. 

The  System's  lending  institutions  hold  $62  billion  in  assets,  ac- 
counting for  about  one-fourth  of  the  agricultural  credit  market.  Un- 
like most  other  GSE's,  the  System  is  cooperatively  owned  by  its 
member-borrowers,  who  must  buy  stock  in  the  System  entities  as 
a  prerequisite  for  borrowing. 

I  want  to  begin  by  echoing  the  testimony  of  FCA  Chairman 
Brown,  presented  by  Mr.  Bob  Andros  of  FCA.  Like  FCA,  the  Cor- 
poration is  concerned  with  promoting  safety  and  soundness  in  the 
Farm  Credit  System,  especially  as  they  relate  to  risks  in  the  insur- 
ance fund.  Mr.  Browns'  testimony  discusses  the  importance  of  di- 
versification, particularly  as  it  relates  to  credit  and  concentration 
risk.  This  issue  has  particular  significance  in  the  Corporation's  ef- 
forts to  protect  System  investors. 

Unlike  most  other  GSE's,  the  System's  securities  are  not  issued 
against  pools  of  similar  kinds  of  loans.  Instead,  the  collateral  for 
the  System's  borrowing  is  based  upon  its  overall  loan  portfolio  and 
other  assets.  In  essence,  all  the  System's  assets  serve  to  back  the 
securities  it  issues. 

Because  of  this,  both  the  Corporation  and  the  investors  in  the 
systemwide  debt  securities  are  interested  in  the  System's  entire 
asset  makeup.  Both  are  concerned  about  credit  and  concentration 
risk  and  both  seek  assurances  that  funds  are  available  to  redeem 
the  securities  at  maturity,  regardless  of  market  interest  rate  fluc- 
tuations. Finally,  both  want  to  know  that  System  institutions  pro- 
tect themselves  from  interest  rate  risk. 

The  basic  objective  of  asset  liability  management  is  to  ensure 
that  the  value  of  assets  and  net  income  remains  stable  and  positive 
under  a  variety  of  interest  rate  conditions.  Unfortunately,  as  a 
practical  matter,  few  people  wish  to  borrow  money  on  exactly  the 
same  basis  as  investors  are  willing  to  lend. 

This  creates  inevitable  differences  in  terms  between  the  assets 
and  liabilities  of  financial  intermediaries.  Institutions  can  mitigate 
these  inevitable  mismatches  by  introducing  more  variables  within 
the  makeup  of  the  terms  and  maturities  of  their  assets  and  liabil- 
ities to  smooth  out  the  unbalanced  portion  of  their  cash  flow.  It 
should  be  noted  that  much  of  the  System's  financial  loss  in  the 
1980's  was  a  result  of  mismatched  assets  and  liabilities. 

Assuming  that  the  authorities  granted  in  this  bill  are  imple- 
mented with  the  prudence  expected,  the  added  diversification 
should  give  the  System  greater  flexibility  to  better  manage  assets 
and  liabilities  and  strengthen  the  assurances  that  bondholders  will 
be  repaid. 

In  1916,  Congress  determined  that  rural  America  lacked  a  con- 
sistent and  competitive  supply  of  credit  for  agriculture.  It  was  not 
contemplated  that  the  System  would  be  the  only  source  of  credit. 
Rather,  it  was  expected  to  serve  as  a  constant  market  force  to  en- 
sure competitively  priced  credit  to  the  benefit  of  farmers,  regard- 
less of  whether  they  were  customers  of  the  System  or  other  institu- 
tions. The  Farm  Credit  Act  of  1971  now  uses  the  term  "equitable 
and  competitive"  to  describe  this  mission. 
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The  concept  of  Government  support  to  ensure  efficient  markets 
is  not  limited  to  agriculture,  but  is  the  theoretical  basis  for  all  Gov- 
ernment-sponsored enterprises.  The  System's  mission  in  this  re- 
gard seems  just  as  appropriate  today  as  it  was  at  its  inception. 

A  recent  report  in  the  May  1994  issue  of  Agricultural  Outlook, 
a  publication  of  the  USDA  Economic  Research  Service,  subtitled, 
"Lack  of  Competition  in  Rural  Lending,"  discussed  the  potential  ad- 
vantages of  expanded  authorities  and  noted  that  because  of  restric- 
tive State  laws,  "Some  25  percent  of  rural  counties  are  served  by 
only  one  or  two  commercial  banks.  Banks  in  such  counties  may  be 
able  to  earn  excessive  profits,  an  indication  of  market  inefficiency." 

The  report  concluded  that,  "*  *  *  if  inefficiencies  still  exist  in 
rural  credit  markets,  expansion  of  Farm  Credit  System  lending  au- 
thority could  yield  benefits  for  rural  and  national  economic 
growth." 

Historically,  Congress  has  adapted  the  authorities  of  the  System 
to  the  changing  needs  of  agriculture  and  rural  America.  Since 
1916,  there  have  been  38  substantive  changes  to  System  authori- 
ties, 26  of  which  introduced  new  types  of  lending.  The  remainder 
expanded  existing  authorities.  Taken  as  a  whole,  these  modifica- 
tions have  helped  the  System  keep  pace  with  changes  in  the  rural 
economy.  I  have  taken  the  liberty  of  providing  the  subcommittee 
with  a  chronology  of  major  changes  in  authorities,  which  is  at- 
tached to  my  prepared  statement. 

No  doubt,  each  authority  was  added  after  Congress  determined 
that  a  change  was  warranted  to  foster  market  efficiency  for  agricul- 
tural credit.  For  example,  in  1933,  Congress  authorized  the  making 
of  short-term  agricultural  loans  by  creating  Production  Credit  Asso- 
ciations. Until  that  time,  most  agricultural  production  loans  were 
made  by  commercial  banks.  I  would  expect  that  much  of  the  debate 
that  took  place  then  is  similar  to  what  is  going  on  now  regarding 
the  need  for  the  System  to  have  additional  authorities.  It  is  inter- 
esting to  note  that  today,  as  in  many  other  times  since  1933,  com- 
mercial banks  enjoy  the  predominant  market  share  position  rel- 
ative to  production  loans. 

With  the  System,  as  with  all  GSE's,  there  is  a  trade-off  between 
meeting  a  public  purpose  and  concentration  in  one  economic  sector. 
In  balancing  the  benefits  of  this  legislation  to  agriculture  and  rural 
America  against  the  risks  it  poses.  Congress  will  likely  rely  on  a 
variety  of  source  material.  One  source  might  be  the  General  Ac- 
counting Office  report  issued  in  March  of  this  year  which  focused 
on  the  System's  repayment  of  Federal  assistance  and  its  competi- 
tive position.  The  report  does  an  excellent  job  of  providing  an  over- 
view of  the  many  facets  associated  with  these  issues.  The  Corpora- 
tion agrees  with  most  of  the  GAO's  report. 

The  Corporation  did  comment  on  the  GAO  conclusion  that  the 
System  enjoys  cost  advantages,  in  the  area  of  loan  pricing  over 
some  competitors  due  to  its  GSE  status.  This  issue  is  highly  com- 
plex and  varies  depending  upon  a  number  of  circumstances. 

The  GAO  concluded  that,  based  on  1991  data,  because  of  the  ex- 
plicit Government  guarantee  through  the  Federal  Deposit  Insur- 
ance Corporation,  commercial  banks  appeared  to  have  an  advan- 
tage over  the  System  for  short-term  liabilities  such  as  certificates 
and  other  deposits.  It  also  concluded  that  because  of  its  implicit 
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Government  guarantee  as  a  GSE,  the  System  appeared  to  have  a 
cost  of  funds  advantage  for  long-term  liabiHties  over  commercial 
banks. 

While  the  first  portion  of  GAO's  conclusion  is  factually  supported, 
the  second  portion  regarding  long-term  funds  was  not  as  fully  ana- 
lyzed. The  GAO  reasoned  that  because  most  banks  do  not  issue 
their  own  securities,  by  definition,  the  System  must  have  an  advan- 
tage in  the  way  it  finances  long-term  loans.  Although  GAO 
footnoted  the  existence  of  secondary  markets,  it  did  not  mention 
that  because  of  their  flexibility  and  efficiency,  secondary  markets 
are  often  preferable  to  an  individual  bank  issuing  its  own  debt  se- 
curities, regardless  of  its  credit  rating. 

Also,  GAO  did  not  consider  the  impact  of  the  1990  change  in  au- 
thorities which  allowed  commercial  banks  to  become  a  part  of  the 
Federal  Home  Loan  Bank  System.  As  a  GSE,  the  Federal  Home 
Loan  Bank  System  has  virtually  identical  access  to  the  long-term 
credit  markets  as  does  the  Farm  Credit  System.  This  change  ap- 
pears to  provide  commercial  banks  with  the  opportunity  for  a  com- 
parable advantage  in  the  area  of  long-term  credit. 

More  recent  information  shows  that  the  average  cost  of  total  debt 
financing,  expressed  as  interest  expense  per  dollar  of  interest  bear- 
ing liabilities,  is  lower  for  commercial  banks  than  for  the  System. 
This  is  due  to  the  lower  rates  generally  paid  by  commercial  banks 
on  their  FDIC-insured  deposit  liabilities.  For  instance,  in  1992,  the 
average  cost  of  debt  financing  for  commercial  banks  was  4.51  per- 
cent of  interest-bearing  liabilities.  The  System's  average  cost  dur- 
ing this  period  was  5.29  percent — 78  basis  points  higher.  Similarly, 
in  1993,  the  cost  for  commercial  banks  was  3.73  percent  while  the 
System's  cost  was  4.23  percent — 50  basis  points  higher.  Thus,  the 
1991  data  used  in  the  GAO  study  represents  more  a  point  in  time, 
rather  than  a  trend. 

The  GAO  report  accurately  identified  cost  of  funds,  profit  mar- 
gins, and  operating  costs  as  the  three  components  of  loan  pricing. 
Because  of  the  difficulties  of  the  issue,  the  GAO  noted  that  it  was 
unable  to  reach  broad  conclusions  regarding  the  impact  of  operat- 
ing costs  on  loan  pricing. 

As  for  profit  margins,  the  GAO  report  did  not  provide  significant 
discussion.  Omitted  were  such  topics  as  loan  quality  versus  quan- 
tity as  well  as  a  comparative  analysis  of  dividends  and  other  forms 
of  profit  indicators.  Our  concern  is  that  in  considering  overall  com- 
petitive advantage,  each  of  the  above  three  areas  would  require  sig- 
nificantly more  analysis  before  a  definitive  conclusion  could  be 
reached  and  could  vary  substantially  among  regions  of  the  country. 

With  regard  to  expanded  authorities,  the  GAO  noted  that  there 
appeared  to  be  no  pressing  safety  and  soundness  needs  at  the 
present  time.  However,  it  went  on  to  say  that  as  agriculture  and 
rural  America  continue  to  change,  the  System's  charter  may  need 
to  be  changed  to  bring  it  up  to  date.  We  understand  that  GAO's 
view  that  there  is  no  pressing  need  is  based  on  the  recent  positive 
financial  performance  of  the  System.  Nevertheless,  positive  finan- 
cial performance  does  not  diminish  the  potential  benefits  of  addi- 
tional diversification.  History  will  note  that  in  1981,  the  System 
could  boast  some  $4.6  billion  in  surplus  capital,  which  declined  to 
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only  $1.4  billion  5  years  later,  primarily  as  a  result  of  unforeseen 
changes  in  interest  rates. 

It  is  best  for  new  authorities  to  be  considered  when  viability  is 
not  the  issue.  They  should  be  considered  in  the  context  of  safety 
and  soundness  issues  like  the  System's  concentration  in  a  single 
economic  sector,  and  the  benefits  provided  to  agriculture  and  rural 
America,  as  weighed  against  the  risk  of  providing  new  lines  of  busi- 
ness. 

This  approach  would  be  consistent  with  the  Corporation's  view 
toward  ensuring  investor  confidence  and  stable  prices  for  the  Sys- 
tem's debt  securities.  If  new  authorities  are  granted,  there  should 
be  close  regulatory  oversight  in  a  time  when  implementation  would 
be  thoughtful  and  prudent,  as  opposed  to  immediately  necessary 
for  viability. 

In  summary,  I  would  like  to  leave  you  with  the  following  three 
thoughts.  First,  prudently  managed,  diversification  of  the  System's 
assets  will  promote  confidence  is  its  securities.  Second,  just  as  is 
the  case  of  other  financial  institutions.  System  authorities  have  fre- 
quently changed  to  meet  the  changing  needs  of  agriculture  and 
rural  America  without  any  quantifiable  negative  impact  on  other  fi- 
nancial institutions.  Third,  the  issue  of  competitive  advantage  is 
highly  complex.  The  Corporation  would  caution  against  broad  con- 
clusions regarding  who  may  or  who  may  not  have  an  advantage. 

I  appreciate  the  opportunity  to  appear  before  you  today.  Should 
you  desire  any  additional  information,  please  do  not  hesitate  to 
ask.  These  issues  truly  represent  a  challenge  and  I  wish  you  well 
as  you  continue  your  deliberations. 

Thank  you  very  much. 

[The  attachment  follows:] 
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EVOLUTION  OF  FARM  CREDIT  SYSTEM  (FCS)  LENDING  AUTHORITIES 


1916   Federal  Land  Banks  (FLBs)  and  Federal  Land  Bank  Associations  (FLBAs)  created  to  make 
long-term  real  estate  loans  to  farmers. 

1923   Federal  Intermediate  Credit  Banks  (FICBs)  created  to  discount  production  loans  with  Other 
Financing  Institutions  (OFIs). 

1933   Banks  for  Cooperatives  (BC)  System  established  to  finance  agricultural  marketing  and 
purchasing  cooperatives. 
Production  Credit  Associations  (PCAs)  established  to  make  production  loans. 

1935   BCs  authorized  to  finance  cooperatives  supplying  business  services  to  farmers. 
FLBs/FLBAs  granted  limited  authority  to  finance  certain  corporations. 

1955  FLB/FLBA  lending  authority  expanded  to: 

-  Part-time  fanners; 

-  Non-agricultural  credit  needs  of  farmers  and  ranchers. 

1956  PCAs  authorized  to  finance  non-agricultural  credit  needs  of  eligible  borrowers. 

1971    Non-farm  rural  home  loans  authorized  for  FLBs,  FLBAs,  and  PCAs. 

Farm-related  service  businesses  qualify  for  FLB,  FLBAs,  and  PC  A  loans. 
Financially-related  service  authorities  granted  to  all  FCS  lenders. 
Leasing  authority  granted  to  all  FCS  lenders. 
PCAs  and  BCs  authorized  to  finance  aquatic  producers  and  harvesters. 

1980   FLBs,  FLBAs,  and  PCAs  authorized  to  make  processing  and  marketing  loans. 
FLBs/FLBAs  authorized  to  finance  aquatic  producers  and  harvesters. 
BCs  authorized  to  finance  certain  export/import  transactions  involving  their  shareholders. 
FLBs  authorized  to  sell  loans  to  non-FCS  lenders. 

FICBs  authorized  to  discount  OFI  loans  to  aquatic  producers,  non-farm  rural  homeowners, 
and  farm-related  businesses. 

1985   BCs  authorized  to  finance  non-cooperative  rural  utilities. 

1987   Fanner  Mac  secondary  market  established. 

1990  BCs  authorized  to  finance  water  and  sewage  treatment  facilities  in  rural  areas. 

1991  BCs  temporarily  authorized  to  finance  US  guaranteed  agricultural  exports  to  emerging 
democracies. 

1992  BCs  granted  new  authorities  to: 

-  Participate  with  non-FCS  lenders  in  loans  to  "similar  entities;" 

-  Lend  to  non-profit  agricultural  cooperatives; 

-  Provide  aedit  guarantees  for  tax-exempt  bonds  of  rural  muiucipalities. 
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Mr.  Johnson.  Thank  you.  Mr.  Nash,  you  indicated  that  USDA 
is  not  prepared  to  take  a  position  specifically  on  H.R.  4129  today, 
that  you  are  early  in  an  evaluation  process.  Does  that  imply  that 
there  is  going  to  come  a  time  this  year  when  USDA  will  do  thumbs 
up,  thumbs  down,  specifically  to  this  bill? 

Mr.  Nash.  Mr.  Chairman,  I  am  not  sure  that  it  will  come  down 
to  a  thumbs  up,  thumbs  down.  I  think  that  these  issues,  as  you 
know,  are  very  complicated.  We  may  do  anjd^hing  fi-om  suggest 
modifications,  additions,  deletions,  and  an3rthing  in  between. 

But  I  think  it  is  important  and  incumbent  upon  us  to  eventually 
take  a  position.  The  timing  on  that  I  think  would  probably  depend 
upon  how  fast  this  moves  through  the  process  and  when  it  would 
be  appropriate  to  do  so.  But  we  will  take  a  position. 

Mr.  Johnson.  From  USDA's  perspective,  does  this  legislation 
complement  or  is  it  duplicative  of  the  administration's  efforts  to 
push  for  community  financial  institution  development  banks,  for  in- 
stance, or  more  aggressive  use  of  RDA,  Farmers  Home  loans,  and 
so  on? 

Mr.  Nash.  It  would  not  be  duplicative  of  the  Community  Devel- 
opment Financial  Institutions  Act,  because  in  my  opinion  that  act 
is  an  attempt  to  encourage  development  banking,  which  in  our 
opinion  is  not  necessarily  trying  to  provide  financial  assistance  for 
bad  deals,  but  trying  to  make  what  might  be  a  bad  deal  on  its  face 
better.  That  is  one  piece  of  it. 

Second,  it  is  very  limited.  I  think  there  is  only  about  $382  million 
proposed  in  that  bill.  As  it  relates  to  whether  it  is  supportive  of  the 
current  RDA  programs,  I  think  that  there  are  provisions  of  H.R. 
4129,  as  well  as  other  proposals  we  are  looking  at,  that  would  be 
supportive  of  what  the  Rural  Development  Administration  is  trying 
to  do. 

Mr.  Johnson.  We  very  much  appreciate  your  efforts  to  revitalize 
and  strengthen  our  rural  development  efforts  within  USDA.  As  a 
former  President  once  remarked,  we  sometimes  have  more  will 
than  wallet  when  it  comes  to  those  programs,  but  they  do  play  a 
vital  role. 

Mr.  Andros  and  Mr.  Byrne,  the  testimony  of  Mr.  Andros  was  that 
System  loan  volume  has  stagnated  since  1988  and  actually  has  de- 
clined when  adjusted  for  inflation.  Is  there  a  point  at  which  this 
is  a  sufficient  concern  that  this  trend  line  jeopardizes  the  viability 
of  the  Farm  Credit  System  altogether? 

Mr.  Byrne.  I  suspect  there  is,  Mr.  Chairman,  but  I  don't  think 
we  are  anywhere  near  that  point  today.  Rather  than  just  going 
back  to  1988,  if  you  look  at  those  numbers  over  a  long  period  of 
time,  you  will  find  that  market  share  on  total  agricultural  credit 
varied  from  20  percent  in  the  1960's  to  38  percent  in  1982,  when 
it  peaked.  It  is  currently  at  about  28  percent,  or  halfway  in  be- 
tween. 

If  you  look  just  at  agricultural  real  estate  and  nonreal  estate 
lending,  you  see  similar  kinds  of  variations  over  time.  The  fact  is 
that  the  System  has  a  higher  percentage  of  the  total  agricultural 
credit  market  today  than  it  did  in  1960,  but  it  is  lower  than  it  was 
in  1988.  I  think  we  can  expect  these  ups  and  downs.  Personally, 
I  don't  have  any  concerns  about  it  approaching  a  point  where  the 
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System  is  losing  its  critical  mass.  Such  a  point  would  be  substan- 
tially below  where  the  System  is  today. 

Mr.  Johnson.  As  between  rural  business  lending,  infrastructure 
lending,  and  home  buying  lending,  is  there  any  one  of  these  areas 
that  strikes  you  as  something  that  the  Farm  Credit  System  is  best 
able  to  expand  into,  or  would  best  meet  a  need?  Is  there  any 
prioritization  that  you  would  give  to  these  efforts? 

Mr.  Byrne.  The  way  I  look  at  it  as  an  individual,  the  Farm  Cred- 
it System  is  essentially  a  closed  system,  in  the  sense  that  funds 
flow  internally  from  people  who  both  invest  capital  and  borrow 
from  it.  The  owners  and  customers  of  the  System  are  farmers, 
ranchers  and  other  cooperatives.  The  funds  never  leave  the  System. 
The  funds  always  stay  in  rural  America. 

There  are  no  outside  investors  benefiting  from  the  quality  or  the 
efficiency  of  the  System.  In  that  context,  I  look  at  it  in  terms  of 
what  the  needs  of  the  individual  farmers,  ranchers,  and  coopera- 
tives in  rural  America  might  be. 

I  think  you  would  have  to  look  at  these  needs  on  a  region-by-re- 
gion basis.  In  some  areas,  infrastructure  might  be  a  key  need.  In 
other  areas,  it  might  be  totally  different.  If  you  look  at  what  the 
needs  are  in  the  Midwest,  they  are  going  to  be  very  different  than 
the  needs  in  New  England,  and  very  different  from  what  the  needs 
are  going  to  be  in  Hawaii  or  California.  I  think  it  is  really  difficult 
to  generalize.  I  just  look  at  it  in  terms  of  what  specifically  is  need- 
ed out  there. 

I  try  to  look  at  the  competitive  gaps  within  the  market.  What 
happens  if  somebody  tries  to  borrow  in,  let's  say.  El  Centro,  south- 
ern California,  how  much  higher  are  they  going  to  have  to  pay  than 
the  current  market?  How  much  more  are  they  going  to  have  to  pay 
than  somebody  in  the  Midwest  or  somebody  in  New  England,  and 
why?  I  think  this  is  the  issue  we  really  have  to  focus  on  in  terms 
of  how  we  prioritize  these  needs. 

Mr.  Johnson.  Mr.  Combest. 

Mr.  Combest.  Thank  you,  Mr.  Chairman.  Mr.  Nash,  I  just  had 
a  couple  questions  that — they  are  not  exclusively  on  the  bill  before 
us  for  consideration  today,  but  on  the  whole  issue  of  rural  develop- 
ment. That  is  what  we  are  trying  to  get  at.  Obviously,  there  are 
a  lot  of  aspects  of  rural  development  that  are  needed  together. 

When  you  look  at  just  the  amount  that  you  said  you  had  applica- 
tion for  of  which  you  had  no  funds  for  and  what  our  needs  are 
going  to  be  over  the  next  several  years,  it  is  staggering  and  as- 
tounding, so  obviously  no  one  entity  is  going  to  be  able  to  provide 
all  of  these. 

But  just  a  question  about  title  XXIII  of  the  1990  farm  bill,  which 
was  probably  the  most  extensive  rural  development  piece  of  work 
that  has  come  from  the  Congress  since  1980.  There  was  some  75 
pages  of  authorizations  for  rural  economic  development,  most  of 
which  have  not  been  carried  out.  The  rural  investment  partnership, 
rural  economic  development  review  panels,  rural  business  incuba- 
tor funds  at  REA,  rural  technology  grants  for  nonprofit  technology 
centers  and  cooperatives,  forestry  rules,  revitalization  amendments, 
rural  health  infrastructure  improvement  demonstration  projects. 
What  is  the  basic  status  of  these  and/or  what  is  the  basic  intent 
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of  the  administration  in  moving  forward  on  some  of  the  authoriza- 
tions in  the  1990  farm  bill? 

Mr.  Nash.  Thank  you,  Congressman.  As  you  know,  we  are  in  the 
process  internally  within  USDA,  developing  ideas  for  Secretary 
Espy  on  what  USDA's  position  may  be  on  the  farm  bill.  One  piece 
of  that  is  rural  development. 

In  my  opinion,  and  I  have  never  personally  gone  through  a  farm 
bill,  although  I  have  talked  to  many  individuals  who  have  and  read 
all  of  the  titles  related  to  rural  development 

Mr.  Johnson.  Not  many  members  of  this  committee  have  gone 
through  a  farm  bill  either,  Mr.  Nash. 

Mr.  COMBEST.  And  after  you  do,  you  won't  ever  want  to  do  it 
again. 

Mr.  Nash.  I  thought  I  was  looking  forward  to  it.  I  may  not  be 
now.  But  one  of  the  first  things  that  we  are  doing  in  my  mission 
area  is  to  review  all  the  current  rural  development  authorizations 
that  have  not  been  implemented. 

As  our  first  step,  before  we  talk  about  anything  new  in  terms  of 
authority.  I  do  know  that  in  some  of  the  cases,  in  some  of  the  pro- 
grams you  mentioned,  one  of  the  reasons  many  of  these  have  not 
moved  forward  is  that  the  funds  are  not  there  or  were  not  asked 
for.  That  is  one  reason. 

Second,  another  reason  I  think  some  of  them  have  not  been 
moved  forward  is  that  the  previous  administration  just  decided 
maybe  that  those  were  things  they  didn't  want  to  prioritize.  I  see 
some  of  those,  some  of  the  pieces  in  the  1990  farm  bill  that  I  think 
are  worthy  of  funding  and  supporting,  which  is  not  to  say  that 
there  are  not  new  ideas  we  ought  to  pursue.  That  is  basically 
where  we  are  as  it  relates  to  the  provisions  in  the  1990  farm  bill. 

Mr.  CoMBEST.  I  was  not  real  happy  with  the  previous  adminis- 
tration's nonefTorts  in  this  area  either,  but  they  aren't  currently 
making  the  policy  relative  to  these  programs  that  were  authorized 
some  time  ago.  I  would  not  think  that  you  would  be  able  to  specifi- 
cally list  some  of  them,  but  I  want  to  make  sure  I  understand  what 
the  policy  will  be. 

Will  there  be  some  of  these  that  will  be  implemented  and  begun, 
or  will  you  be  reviewing  them  to  make  recommendations  for  the 
1995  farm  bill,  with  no  implementation  intended? 

Mr.  Nash.  I  think  that  for  those  that  require  new  dollars,  I  do 
not  expect  that  we  will  in  1995.  There  are  a  couple  of  those  provi- 
sions that  I  think  we  have  proposed  for  the  rural  business  tech- 
nology grant  program,  which  I  think  had  no  dollars  in  it  before. 
This  is  one  that  tries  to  make  small  rural  businesses  more  competi- 
tive in  this  whole  information  technology  world.  An3rthing  that  is 
going  to  cost  a  lot  of  money.  Congressman,  we  are  not  going  to  be 
able  to  do  until  we  get  some  additional  appropriation  to  do  it,  to 
be  honest  with  you. 

We  do  plan  to  be  very  aggressive  in  the  1995  farm  bill.  My  un- 
derstanding is  that — well,  let  me  put  it  another  way.  I  would  like 
for  rural  development  programs  at  USDA  to  be  very  prominent  and 
up  front  in  discussions  about  the  farm  bill.  And  as  we  all  know,  the 
farm  bill  is  more  than  about  farming  and  ranching.  And  so  many 
farmers  in  rural  America  today  are  dependent  upon  nonfarm  in- 
come, health  care,  and  transportation.  They  need  those  services 
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just  as  much  as  people  in  suburban  America  or  urban  America. 
And  we  intend  to  push  for  them. 

Mr.  COMBEST.  Thank  you. 

Mr.  Johnson.  Mrs.  Clayton. 

Mrs.  Clayton.  Thank  you,  Mr.  Nash,  and  thank  you,  the  panel, 
for  a  very  interesting  discussion.  I  want  to  follow  a  little  bit  about 
what  the  chairman  had  raised.  I  guess  he  was  noting  that  you  said 
in  your  testimony,  that  you  are  undergoing  an  analysis  to  deter- 
mine the  need  of  credit  in  the  area.  Is  that  a  formal  analysis  or 
is  that  rather  informal? 

Mr.  Nash.  It  is  a  formal  analysis,  Congresswoman. 

Mrs.  Clayton.  Has  a  date  certain  for  which  that  is  going  to  be? 

Mr.  Nash.  No,  ma'am,  we  do  not  have  a  date  certain  for  comple- 
tion of  that  work. 

Mrs.  Clayton.  It  is  an  ongoing  one? 

Mr.  Nash.  Yes,  ma'am. 

Mrs.  Clayton.  Well,  without  that  definitive  date  to  make  that 
decision,  would  you  say  that  there  is  a  need  for  a  variety  of  tools 
and  farming  and  nonfarm  lending  that  would  include  banks,  co- 
operatives, and  the  Farm  Credit  Systems,  or  any  other  enterprise 
funding  that  would  allow  rural  areas  to  have  it? 

Mr.  Nash.  Yes,  I  would.  Today,  it  is  very  hard  to  say  that  when 
you  say  capital  or  credit  is  needed  in  rural  America,  it  is  so  com- 
plicated today,  you  have  to  talk  about  everything  from  seed  capital, 
venture  capital,  mezzanine  capital,  operating  capital,  long-term 
fixed  rate  financing.  And,  in  my  opinion,  there  is  a  tremendous 
need  out  there  and  there  is  a  role  for  all  of  these  institutions.  And 
those  roles  are  constantly  changing. 

For  those  who  try  to  stop  change,  I  think  they  will  be  losers.  For 
those  who  try  to  adapt  to  change,  I  think  they  will  be  winners.  And 
there  is  no  question  that  rural  America  is  changing,  and  I  think 
our  programs  and  policies  generally  must  change  to  meet  those 
needs. 

Mrs.  Clayton.  Although  you  can't  comment  or  refuse  to  com- 
ment on  the  support  of  the  bill,  can  you  comment  on  the  coopera- 
tion or  the  coexistence  of  banks  and  the  Farm  Credit  System's 
working  for  the  benefit  of  rural  communities,  as  they  now  exist. 

Mr.  Nash.  On  the  coexistence  of  those  two  institutions? 

Mrs.  Clayton.  Right,  on  the  cooperative  effort.  Are  they  able  to 
coexist  and  to  work,  and  to  what  extent  is  that  competition  either 
a  deterrent  or  an  enabling  factor  for  the  benefit  of  rural  America? 

Mr.  Nash.  Well,  let  me  respond  this  way.  At  USDA  and  particu- 
larly in  my  mission  area,  which  includes  everjrthing  from  Farmers 
Home  Administration  to  Rural  Development  Administration,  Rural 
Electric  Administration,  Rural  Telephone  Bank  and  the  Agricul- 
tural Cooperative  Service,  I  have  worked  with  individuals  and  in- 
stitutions with  both  groups  and  my  experience  has  been  very  good 
with  both.  We  all  are  facing  tough  challenges.  I  know  that  those 
two  groups  have  been  meeting. 

I  have  not  been  a  part  of  the  discussion  where  they  have  met  to- 
gether, but  have  encouraged  both  groups  to  talk  about  working  to- 
gether to  meet  the  changing  needs  of  rural  America.  And  I  have 
seen  nothing  but  positive  response  from  both  of  them  on  my  part. 
And  I  would  expect  that  to  continue,  which  is  not  to  take  away 
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from  the  fact  that  this  is  a  very  difYicult  issue.  I  don't  want  to  di- 
minish that.  I  just  know  that  there  is  more  need  out  there  than  we 
all  can  serve,  and  going  through  this  process  today,  as  well  as  oth- 
ers that  we  will  go  through,  I  know  we  can  find  a  way  to  meet 
more  of  the  need  out  there,  Congresswoman. 

Mrs.  Clayton.  Do  you  want  to  elaborate  what  you  think  the  dif- 
ficulty is?  Difficulty  of  the  need  or  difficulty  of  the  coexistence  of 
the  banks  and  farm  credit? 

Mr.  Nash.  I  am  referring  more  to  the  difficulty 

Mrs.  Clayton.  Of  this  legislation? 

Mr.  Nash.  Of  the  need,  the  changing  need.  America  is  being 
thrust  into  this  global  economy.  And  many  countries  around  the 
world,  once  they  get  a  taste  of  democracy  and  capitalism,  ones  that 
were  involving  communism  and  socialism,  I  mean  they  are  going 
to — if  we  don't  make  sure  that  a  large  percentage  of  those  25  to  30 
percent  of  the  people  who  live  in  rural  America  are  not  productive, 
I  am  convinced  we  are  going  to  be  in  trouble. 

In  our  businesses,  in  our  families,  wherever  we  would  not  dis- 
regard or  not  invest  or  attack  the  tough  challenges  in  25  percent 
of,  say,  our  business  or  whatever  it  is,  and  we  must  feel  the  same 
way  I  think  about  rural  America. 

Mrs.  Clayton.  Well,  I  want  to  thank  you  for  your  leadership  in 
rural  development  and  just  look  forward  to  that  analysis  that  you 
say  that  you  are  doing.  And  we  want  to  work  with  you  as  we  con- 
tinue on  that. 

Just  one  final  comment,  Mr.  Chairman,  if  I  may,  and  to  the  regu- 
latory, I  just  want  to  hear  again,  if  I  understood  correctly  from  both 
the  corporation  and  the  administration,  that  the  risk  of  diversifying 
was  not  a  risk  you  saw  that  would  undermine  the  solvency  or  the 
stability  of  the  farm  credit. 

Mr.  Byrne.  That  is  correct. 

Mr.  Andros.  We  would  actually  see  it  as  a  benefit. 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman.  Thank  you. 

Mr.  Johnson.  Mr.  Pombo. 

Mr.  Pombo.  No  questions,  Mr.  Chairman. 

Mr.  Johnson.  Mr.  Lucas. 

Mr.  Lucas.  No  questions,  Mr.  Chairman. 

Mr.  Johnson.  We  will  go  back  and  forth  here  and  try  to  keep  it 
consistent.  I  will  recognize  next,  Ms.  McKinney. 

Ms.  McKinney.  I  took  the  time  to  read  along  with  Mr.  Andros, 
Billy  Ross  Brown's  presentation,  which  I  found  to  be  excellent  as 
it  described  in  a  very  balanced  way  the  benefits  associated  with 
this  bill.  And  then  if  I  look  throughout  my  district,  I  can  see  that 
the  present  circumstances  have  allowed  for  a  very  slow  rural  devel- 
opment process. 

And  I  notice  that  at  the  end,  in  the  conclusion,  you  indicate  that 
there  would  be  increased  competition.  I  am  wondering  about  those 
who  would  oppose  this  bill.  Do  you  think  it  is  based  on  increasing 
competition  or  what  do  you  think  is  the  reason  that  this  bill  would 
be  objected  to? 

Mr.  Andros.  I  am  aware  of  the  fact  that  there  has  been  a  lot  of 
debate  and  discussion  over  expansion  of  System  lending  authori- 
ties. As  an  economist,  I  am  inclined  to  think  competition  fosters 
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improved  economies,  greater  efficiencies,  and  probably  greater  ben- 
efits to  all  involved.  That  doesn't  mean  that  the  entities  involved 
won't  compete  vigorously  to  defend  their  market  positions. 

I  am  not  sure  I  could  offer  any  more  insight  into  that.  In  fact, 
I  am  not  surprised  that  there  is  competition,  that  we  hear  some  de- 
bate over  whether  or  not  these  authorities  ought  to  be  expanded. 

Ms.  McKlNNEY.  Thank  you  very  much. 

Mr.  Johnson.  Mr.  Ewing. 

Mr.  EwiNG.  Thank  you.  I  didn't  get  to  hear  all  of  your  testimony, 
but  in  my  years  of  experience  I  have  had  experience  both,  of 
course,  with  banks  and  with  the  Farm  Credit  System.  I  think  my 
concern  is  that  whatever  we  do  here,  that  we  study  to  be  sure  that 
what  the  Federal  Government  gets  involved  with  on  the  Farm 
Credit  System  and  expansion  of  their  role,  doesn't  put  the  private 
system  at  a  disadvantage. 

Mr.  Nash,  in  your  study,  will  there  be  a  study  of  the  effect  of  in- 
creasing the  responsibility  and  the  authority  of  the  Farm  Credit 
System  on  the  banking  system  in  America,  in  rural  America? 

Mr.  Nash.  Congressman,  that  particular  point  has  not  to  date 
been  a  part  of  the  work  that  my  staff  has  been  doing.  But  I  cer- 
tainly think  that  it  should. 

Mr.  Ewing.  Well,  wouldn't  you  agree  that  when  you — any  group 
comes  to  the  Congress  for  special  authority  to  do  additional  things, 
we  upset  the  balance  that  is  out  there  in  the  financial  community, 
or  change  the  balance,  if  not  upset  it. 

Mr.  Nash.  As  a  principle.  Congressman,  I  would  not  say  that  be- 
cause the  Federal  Government  or  some  GSE  or  other  quasi-govern- 
mental agency  attempts  to  change  its  role  automatically  flies  in  the 
face  of  the  private  sector.  Not  as  a  principle.  I  think  that  we  ought 
to  be  very  careful  that  we  don't  do  things  that  can  be  done  better 
or  will  automatically  be  done  by  the  private  sector. 

I  am  sure,  as  I  stated  earlier — well,  I  am  sure  that  there  is  more 
need  in  rural  America  for  water  and  sewer  and  housing  and  co- 
operatives than  all  of  us  have  resources  to  provide  today.  And  we 
ought  to  be  able  to  find  a  way  to  coexist  to  do  more. 

Mr.  Ewing.  I  agree  that  there  is  a  need  for  financial  resources 
in  rural  America.  There  has  always  been,  will  continue  to  be.  I  also 
believe  that  I  think  some  areas  are  served  better  than  other  areas. 
But  when  we  legislate  at  the  national  level,  we  usually  do  it  with 
a  wide  brush  that  doesn't  take  that  into  consideration. 

Are  there  any  studies  to  identify  areas  where  there  is  need  to  ex- 
pand the  federally  sponsored  Farm  Credit  System  in  deference  to 
the  banking  system? 

Mr.  Nash.  Congressman,  we  do  not  have  such  a  study  underway 
at  this  time.  I  will  say  that  for  too  long  I  think  we  have  tried  to 
apply  Federal  rural  development  policy  and  programs  to  all  rural 
areas.  And  we  know  that  there  is  a  great  difference  between  the 
out  migration  and  low  population  density  in  the  Midwest,  and  the 
persistent  pervasive  poverty  in  the  Mississippi  Delta,  and  that 
what  we  ought  to  try  to  do  is  to  adjust  our  programs  to  those.  And 
we  are  doing  that,  but  not  as  specifically  as — not  specifically  relat- 
ed to  the  Farm  Credit  System,  no,  sir,  we  are  not  at  this  time. 

Mr.  Ewing.  I  think  it  is  important  that  we  do.  Yes,  Mr.  Byrne. 
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Mr.  Byrne.  I  would  like  to  make  a  comment  here.  I  think  there 
is  a  misunderstanding.  The  Farm  Credit  System  is  just  as  private 
as  the  commercial  banking  system.  The  Farm  Credit  System  is  not 
a  Government-owned  operation.  Every  one  of  the  farm  credit 
banks,  the  banks  for  cooperatives  and  all  the  associations  are  all 
privately  owned. 

The  difference  is  that  the  stock  they  own  in  these  institutions  is 
not  publicly  traded.  In  order  to  be  a  borrower  or  participant,  you 
do  have  to  be  a  shareholder.  The  $8  billion  in  capital  owned  by  the 
Farm  Credit  System,  all  belongs  to  farmers,  cooperatives  and 
ranchers  in  rural  America.  It  does  not  belong  to  the  U.S.  Govern- 
ment. 

The  second  thing  is  that  the  GSE  status  is  a  mechanism  by 
which  the  Farm  Credit  System  generates  liabilities.  It  is  no  dif- 
ferent than  the  way  the  commercial  banks  generate  their  retail  li- 
abilities on  the  basis  of  a  direct  guarantee  from  the  U.S.  Govern- 
ment through  the  FDIC  for  retail  deposits.  It  is  simply  a  different 
mechanism  for  generating  liabilities.  That  is  all  it  is.  You  know, 
the  country  has  four  financial  lending  systems.  Three  of  them  gath- 
er their  liabilities  on  the  basis  of  direct  Government  guarantees  for 
retail  deposits. 

One  system,  the  Farm  Credit  System,  uses  GSE  status  to  gen- 
erate liabilities  on  a  wholesale  basis.  It  is  the  only  difference.  All 
the  systems  are  private.  None  of  them  are  owned  by  the  Govern- 
ment, and  it  is  really  important,  I  think,  to  understand  that  this 
isn't  a  question  of  expanding  the  Government's  authority  at  all.  It 
is  a  question  of  changing  some  authorities  just  like  Congress 
changed  authorities  within  the  commercial  banking  system. 

The  commercial  banks  have  limitations  on  what  they  can  do,  and 
Congress  has  discussions  about  changing  those.  These  proposals  in- 
volve the  private  sector  competing  in  rural  America.  The  System  is 
very  private  and  it  simply  uses  its  GSE  status  to  gather  its  liabil- 
ities on  a  wholesale  basis.  That  is  it. 

Mr.  EwiNG.  Mr.  Chairman,  the  witness  used  most  of  my  time. 

Mr.  Byrne.  I  apologize. 

Mr.  EwiNG.  He  gave  another  speech.  I  am  not  going  to  argue 
with  you,  but  I  think  there  are  differences,  and  I  think  there  are 
differences  between  your  relationship  and  to  the  Federal  Govern- 
ment, than  the  banking  system. 

And  let  me  repeat,  without  any  animosity,  I  have  done  business 
with  both.  I  am  glad  to  do  business  with  both,  but  I  think  what 
we  do  here  can  affect  the  private  banking  system  and  what  we — 
as  it  does  you  and  your  system.  You  are  here  seeking  special  au- 
thority to  do  more  than  you  currently  are  doing.  That  does  change 
the  mix  out  there  in  rural  America,  particularly  if  you  are  not 
under  all  of  the  same  responsibilities  as  the  banking  system.  You 
may  be.  I  intend  to  look  at  that. 

But  those  are  the  points  I  am  trying  to  make  here  today.  You 
can't  come  in  on  one  segment,  give  special  authority  to  upset  the 
balance  and  not  expect  to  have  some  effect  on  the  private  sector. 
Thank  you. 

Mr.  Johnson.  I  thank  the  gentleman. 

The  Chair  recognizes  the  chairman  of  the  full  House  Agriculture 
Committee  and  welcomes  Chairman  de  la  Garza. 
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The  Chairman.  Thank  you,  Mr.  Chairman.  I  apologize,  I  haven't 
been  able  to  read  most  of  the  statements  of  the  witnesses.  I  don't 
have  any  questions  for  this  panel,  and  then  I  appreciate  it  if  you 
recognize  me  for  the  next  presentation. 

Mr.  Johnson.  Mrs.  Clayton. 

Mrs.  Clayton.  I  just  want  to  offer.  Congressman  Ewing  has  left, 
but  this  panel  is  not  making  a  request.  They  were  not  the  farm 
credit,  they  are  the  regulators  and  administrators.  I  obviously  want 
to  show  they  have  not  made  any  request  for  modification.  They  are 
the  people  who  make  sure  they  stay  solvent. 

Mr.  Johnson.  Point  well  taken.  Are  there  any  remaining  ques- 
tions? 

Mr.  Pomeroy. 

Mr.  Pomeroy.  I  would  specifically  like  to  commend  Mr.  Nash  for 
his  leadership  at  USDA  in  the  area  of  small  community  and  rural 
development.  I,  frankly,  think,  sir,  you  have  done  an  excellent  job 
and  have  pushed  some  life  into  this  whole  area  at  USDA  and  I  am 
excited  about  many  of  the  things  that  are  happening.  I  also  com- 
mend you  today  for  your  thoughtful  statement.  It  reflects  very 
closely  my  own  thinking  on  this  matter. 

On  the  one  hand,  I  am  inclined  to  think  more  credit  has  to  be 
helpful  to  rural  America  and  our  small  communities.  But  as  I  have 
begun  considering  this  bill,  it  is  not  quite  that  simple.  One  does 
have  to  contemplate  and  consider  credit  need  impact  of  potentially 
dislocating  private  institutions  who  had,  and  who  are  essentially, 
by  their  independent  character  and  small  scale,  restricted  to  those 
areas,  a  finite  level  of  credit  and  opportunity  in  those  areas. 

What  are  we  going  to  do  to  those  institutions?  I  haven't  worked 
it  all  through  yet.  I  don't  know  how  I  am  going  to  go  on  this  legisla- 
tion. So  I  parallel  closely  your  statement  in  terms  of  my  own 
thought  process.  Your  research  will  be  helpful  to  me  and  I  am  sure 
others  on  the  subcommittee.  And  will  you  be  making,  at  the  conclu- 
sion, a  report  of  some  kind  reflecting  your  own  internal  evaluation 
on  the  issues  attendant  to  this  bill? 

Mr.  Nash.  Yes,  Congressman,  we  will.  Again,  it  may  be,  and 
probably  will  be,  not  just  we  support  or  we  don't,  but  because  it  is 
a  very  complicated  issue,  because  we  are  concerned  about  credit  in 
general,  we  may  make  some  suggestions  and  recommendations 
about  modifications  to  it. 

Mr.  Pomeroy.  I  think  I  would  find  that  very  helpful  and  look  for- 
ward to  it.  Thank  you,  Mr.  Chairman. 

Mr.  Johnson.  Thank  you.  Ms.  Long. 

Ms.  Long.  I  don't  have  any  questions,  Mr.  Chairman. 

Mr.  Johnson.  Any  remaining  questions  on  the  part  of  the  sub- 
committee members?  Well,  thank  you  to  the  members  of  this  panel. 
I  think  your  contributions  are  very  helpful  to  the  subcommittee's 
deliberation. 

The  next  witness  before  the  subcommittee  today — I  wonder  if  the 
chairman  of  the  full  committee,  Mr.  de  la  Garza,  would  introduce 
this  gentleman  to  the  subcommittee. 

The  Chairman.  Thank  you  very  much,  Mr.  Chairman,  and  it  is 
indeed  a  personal  pleasure  and  my  honor  to  present  the  next  wit- 
ness to  the  subcommittee,  and  I  know  that  Mr.  Combest  joins  me — 
he  may  want  to  have  his  own  time  later.  But  we  are  very  proud 
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of  the  work  being  done  by  this  gentleman  in  Texas  and  you  may 
or  may  not  know  that  the  commissioner  of  agricuhure  in  Texas  is 
a  constitutionally  elective  office.  Therefore,  the  people  of  Texas 
have  named  him  to  head  our  department  of  agriculture  in  Texas. 
And  I  consider  him  a  friend  and  certainly  am  proud  of  the  work 
that  he  has  done  and  will  continue  to  do.  And  that  is  the  Texas 
Department  of  Agriculture's  Commissioner,  Mr.  Rick  Perry. 

Mr.  Johnson.  Mr.  Combest,  do  you  have  any  introductory  re- 
marks? 

Mr.  Combest.  I  can't  do  any  better  than  that.  Those  remarks 
have  helped  Rick  a  lot  more  than  mine  would.  But  it  is  a  pleasure 
to  have  up  here  Rick  Perry  who  does  a  great  job  in  Texas  and  he 
is  getting  known  all  throughout  this  country  as  one  of  the  great  ag 
commissioners  in  the  United  States.  And  I  am  proud  to  have  my 
commissioner  here  today.  Rick,  nice  to  have  you. 

Mr.  Johnson.  Mr.  Chairman,  thank  you  for  those  kind  remarks. 

Mr.  Johnson.  Welcome,  Mr.  Perry. 

The  Chairman.  Mr.  Chairman,  if  I  might  just  have  one  word. 
Next  to  "big"  Jim  Graham  of  North  Carolina,  you  are  it. 

Mr.  Perry.  I  consider  that  to  be  a  great  compliment.  Jim  Gra- 
ham is  one  of  my  favorites. 

Mr.  Johnson.  Welcome,  Mr.  Perry,  who  is  commissioner  of  the 
Texas  Department  of  Agriculture,  and  your  full  statement  is  re- 
ceived for  the  record.  You  may  choose  to  summarize.  Proceed  how- 
ever you  wish.  And  at  the  conclusion  of  that,  we  will  open  this  for 
questions  from  the  members  of  the  subcommittee.  Why  don't  you 
proceed  as  you  wish. 

STATEMENT  OF  RICK  PERRY,  COMMISSIONER,  TEXAS 
DEPARTMENT  OF  AGRICULTURE 

Mr.  Perry.  Thank  you.  Chairman  Johnson,  members  of  the  sub- 
committee, and  Representative  Combest.  It  is  a  great  opportunity 
to  be  before  this  subcommittee  today  to  testify  on  an  issue  that  is 
very  important  to  us  in  Texas,  expansion  of  the  Farm  Credit  Sys- 
tem. I  not  only  represent  Texas  agriculture  today,  I  represent  rural 
Texas,  which  is  very  broad  and  a  great  part  of  our  State,  which 
Representative  Combest,  Chairman  de  la  Garza,  also  have  the 
privilege  in  Texas  of  doing. 

Obviously,  our  agricultural  sector  in  Texas  plays  a  very  impor- 
tant role,  not  only  in  our  State,  but  in  this  Nation's  economy.  Food 
and  fiber  that  are  produced  in  our  State  are  very  much  an  integral 
part  of  America's  basic  needs  of  food,  shelter,  and  clothing.  And  the 
agricultural  community  in  Texas  also  plays  a  very  important  role 
in  the  international  food  system. 

In  fact,  our  Nation's  agricultural  industry  is  a  mainstay  in  the 
development  of  that  sector  all  across  our  country,  but  particularly 
in  rural  America  and  rural  Texas.  You  know,  our  world  and  our 
Nation  are  rapidly  changing.  As  Mr.  Nash  shared  with  us,  it  is 
changing.  It  is  changing  fast. 

We  are  going  to  have  to  change  with  it,  to  be  competitive  in  that 
world  marketplace.  There  are  certainly  going  to  be  some  structural 
changes  required  to  redefine  the  industry's  needs.  Demographic 
changes  in  both  farm  population  and  the  average  farm  size  coupled 
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with  the  globaHzation  and  technological  advances  have  created,  ob- 
viously, a  broader  demand  for  our  agricultural  services,  particu- 
larly agricultural  financial  services. 

Likewise,  the  challenge  of  developing  and  maintaining  rural 
economies  adds  another  dimension  to  this  demand.  During  my  ten- 
ure as  the  Texas  Commissioner  of  Agriculture,  our  department  has 
been  very  active  in  addressing  those  issues.  We  happen  to  think  we 
are  on  the  cutting  edge  of  some  new  developments  along  those 
lines.  And  our  State  producers,  they  understand  what  we  are  talk- 
ing about.  But  this  alone  is  not  going  to  guarantee  agriculture's  fu- 
ture and  the  future  viability  of  an  industry  that  I  think  is  certainly 
worthy  of  making  some  substantial  investment  in  this  country. 

We  think  the  future  of  agriculture  is  in  value-added  processing, 
taking  what  we  prolifically  grow  in  this  country  and  adding  value 
to  it.  That  is  the  future  of  agriculture.  We  see  the  opportunity  to 
increase  the  capital  availability  as  the  real  key  to  the  future  of  ag- 
ricultural processing.  One  of  the  things  we  don't  have  a  shortage 
of  in  Texas  is  ideas. 

We  have  a  lot  of  ideas  about  how  to  do  it.  We  have  a  lot  of  agri- 
cultural products.  We  have  a  lot  of  people.  But  there  is  one  aspect 
that  needs  strengthening,  and  again  that  is  the  availability  of  cap- 
ital. As  our  State  grows  and  becomes  more  urbanized,  centralized 
in  the  urban  market  State,  we  put  together  a  group  of  folks,  with 
the  Dallas  Morning  News,  our  largest  newspaper  in  Texas.  They 
put  together  a  "roundtable"  group,  Mrs.  Clayton,  that  I  found  very 
interesting. 

Around  the  table,  we  had  folks  from  all  across  Texas.  We  had 
farmers,  we  had  processors,  we  had  the  president  of  the  Farm  Bu- 
reau and  the  Texas  Farmers  Union  sitting  there  at  the  table  to- 
gether. They  didn't  fight.  It  was  pretty  exciting.  But  to  the  men 
and  the  women  that  were  around  that  table,  we  asked,  and  that 
newspaper  editorial  board  asked,  what  are  the  concerns  that  are 
facing  you  in  agriculture?  Every  person  said  that  the  availability 
of  capital,  that  was  at  the  top  of  their  list. 

We  heard  all  the  other  things  about  the  environmental  move- 
ment that  was  undercutting  us  and  the  regulations  that  were  com- 
ing out  of  Washington,  but  availability  of  capital  was  at  the  top  of 
the  list.  You  know,  since  1916  the  Farm  Credit  System  has  pro- 
vided the  producers  of  America  with  a  very  dependable  source  of 
credit,  providing  some  $54  billion  in  loans  to  more  than  half  a  mil- 
lion borrowers.  That  system  supplies  more  than  25  percent  of  the 
credit  needs  of  U.S.  agriculture. 

They  understand  the  industry,  they  understand  how  it  works. 
And  as  you  know,  these  loanable  funds  are  raised  through  the  sale 
of  farm  credit.  The  gentleman  who  was  sitting  here  in  my  place  be- 
fore did  a  better  job  of  explaining  how  it  works  than  I  could,  and 
we  will  leave  it  at  that. 

The  current  rules  limit  the  Farm  Credit  System's  involvement  in 
making  those  value-added  processing  loans.  And  under  current 
law,  the  System  is  limited  to  financing  only  those  services  that  are 
provided  on  the  farm,  thereby  resulting  in  what  we  perceive  as 
some  missed  opportunities  out  there.  What  it  translates  into  is  lost 
jobs,  lost  opportunities  and  lost  wealth  for  the  residents  of  rural 
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Texas.  And  in  your  communities,  too,  all  across  the  Main  Streets 
and  towns  in  your  communities. 

Removing  the  on-farm  requirement  and  making  businesses  that 
provide  farm-related  goods  eligible  for  assistance  will  be  good  for 
all  of  agriculture  and  all  of  rural  Texas.  Expanding  the  Farm  Cred- 
it System  with  its  $65  billion  in  assets  would  mean  that  the  Sys- 
tem could  also  play  an  important  role  in  providing  financial  assist- 
ance to  rebuild  rural  communities. 

You  know,  it  bothers  me  to  drive  through  my  rural  communities 
and  see  them  being  boarded  up  or  see  folks  moving  out  because 
they  don't  have  the  jobs.  That  is  what  this  is  all  about.  Rural  com- 
munities would  have  more  access  to  financing  for  local  projects 
such  as  implementing  sewers  and  water  projects,  building 
firehouses,  maintaining  the  medical  services,  and  constructing 
bridges. 

Expansion  of  the  System  would  also  address  rural  housing  needs. 
There  are  a  lot  of  rural  Texas  communities  with  populations  great- 
er than  2,500.  That  is  what  we  are  limited  to  now.  Increasing  the 
population  limit  to  communities  with  populations  of  20,000  or 
fewer  would  make  another  197  Texas  towns  eligible  for  that  assist- 
ance. One  aspect  of  the  possible  expansion  that  we  should  not  for- 
get is  the  public/private  partnerships  with  local  commercial  banks 
and  their  lending  institutions.  By  allowing  the  System  greater 
power  to  buy  loans  from  local  lending  institutions,  local  capital  can 
be  freed  to  make  other  loans  in  the  community.  This  is  critical  in 
rural  areas  where  local  lending  institutions,  and  I  just  might  add 
that  I  sat  on  the  board  of  an  independent  bank  in  Haskell,  Texas, 
my  hometown,  for  the  last  12  years. 

I  have  an  understanding  of  those  local  banks  and  the  very  impor- 
tant role  that  they  play.  And  we  see  this  as  a  partnership.  Instead 
of  pitting  the  independents  against  the  farm  credit,  we  see  it  as  an 
opportunity  for  them  to  work  together.  And  if  there  is  a  message 
I  can  leave  here  today,  I  hope  that  my  friends  in  the  banking  in- 
dustry and  my  friends  in  the  farm  credit  come  together  to  make 
this  work,  where  we  have  a  system  in  place  that  one  complements 
the  other  and  that  we  make  more  capital  available  out  there.  That 
that  is  really  what  this  is  all  about.  It  shouldn't  be  about  turf  and 
protecting  turf. 

It  should  be  about  working  together,  making  our  rural  commu- 
nities stronger,  making  those  people  out  there  that  have  great 
ideas,  but  they  just  don't  have  the  available  capital.  Maybe  a  bank 
hasn't  got  the  lending  limit  that  they  need  to  put  in  a  cotton-pro- 
ducing plant. 

Up  in  Representative  Combest's  district,  we  were  able  to  put  in 
a  pinto  bean  processing  facility,  because  we  have  a  loan  guarantee 
program  called  the  Texas  Ag  Finance  Authority  there  in  Texas. 
Twenty-five  million  dollars  is  a  "drop  in  the  bucket,"  but  we  were 
able  to  make  40  loans  because  they  couldn't  get  the  loan  anywhere 
else.  To  be  real  honest  with  you,  I  don't  want  to  be  in  the  banking 
business  at  the  Department  of  Agriculture. 

I  want  to  be  in  the  facilitating  business  of  putting  these  people 
together  with  the  Farm  Credit  System  or  with  the  local  independ- 
ent bank  right  there  in  their  hometown  to  create  those  jobs.  I  want 
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those  kids  that  graduate  from  high  school  in  Dalhart  to  be  able  to 
stay  there  if  they  want  to. 

They  shouldn't  have  to  go  to  Dallas  to  find  a  job.  You  see,  that 
is  what  this  is  really  all  about  to  us.  We  think  there  is  a  real  op- 
portunity here  to  create  more  jobs  and  more  dollars  in  Texas  proc- 
essing our  agricultural  products.  We  think  the  farm  credit  has  a 
good  idea.  We  think  that  this  piece  of  legislation  goes  in  the  right 
direction  toward  making  those  types  of  jobs  and  those  types  of  new 
wealth  in  rural  Texas  available. 

So,  Mr.  Chairman,  on  behalf  of  Texas  agricultural  and  our 
State's  agricultural  community  and  our  State's  agricultural  econ- 
omy, let  me  thank  you  for  your  interest  in  our  industry  and  our 
rural  way  of  life.  And,  Chairman  de  la  Garza,  you  do  an  extraor- 
dinary job  for  Texas,  Texas  agriculture,  and  we  are  blessed  and 
pleased  to  have  you  up  here  and  swinging  at  the  ball  for  us. 

Representative  Combest,  thank  you  for  what  you  do  representing 
the  High  Plains  of  Texas.  If  you  could  help  us  get  a  rain  up  there 
this  week,  we  would  be  mighty  appreciative.  I  would  be  happy  to 
answer  any  questions  that  you  might  have  Mr.  Chairman,  at  this 
particular  point  in  time.  Thank  you  for  the  opportunity. 

[The  prepared  statement  of  Mr.  Perry  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Combest.  If  I  could  just  say  to  the  gentleman,  I  want  to 
warn  you  about  asking  us  for  rain.  The  last  people  that  asked  us 
for  rain  were  from  Iowa. 

Mr.  Perry.  And  Georgia. 

Mr.  Johnson.  Mr.  Perry,  Mr.  Combest  specializes  in  hot  weath- 
er, not  rain.  We  have  had  a  warning,  we  are  down  almost  now  to 
the  5-minute  limit  on  two  votes  that  we  are  going  to  have  to  recess. 

Mr.  Perry.  If  I  will  hustle,  I  can  catch  a  1  o'clock  flight,  Mr. 
Chairman. 

Mr.  Johnson.  We  may  have  to  come  back,  unless  the  chairman 
has  any  remarks  to  make  now.  I  think  we  had  best  proceed  to  a 
vote  on  the  Budget  Control  Act.  This  is  a  previous  question  then 
followed  by  a  vote  on  a  resolution.  So  we  will  recess  the  subcommit- 
tee momentarily  and  then  return  as  quickly  as  possible. 

[Recess  taken.] 

Mr.  Johnson.  The  subcommittee  will  be  in  order.  The  next  panel 
of  witnesses  consists  of  Mr.  William  Weber,  who  is  president  and 
chief  executive  officer  of  the  Farm  Credit  Council;  Mr.  Myron 
Edleman,  director,  AgAmerica  Farm  Credit  Bank  from  Watertown, 
South  Dakota.  Welcome,  Myron.  Mr.  Gene  Swackhamer,  president 
and  chief  executive  officer  of  the  Farm  Credit  Bank  of  Baltimore, 
Sparks,  Maryland;  and  Mr.  Gene  Charville,  president  and  chief  ex- 
ecutive officer  of  the  Tarheel  Farm  Credit  ACA,  Raleigh,  North 
Carolina. 

Welcome  to  all  four  gentlemen.  Again,  as  with  the  previous  pan- 
els, your  full  statements  are  received  for  the  record  and  any  collat- 
eral material  with  them,  and  you  may  prefer  to  summarize,  but 
proceed  however  you  are  most  comfortable.  And  the  subcommittee 
will  reserve  questions  or  comments  at  the  conclusion  of  the  panel. 
We  will  begin  first  with  Mr.  Weber.  Welcome,  and  proceed. 

Mr.  Weber.  Mr.  Chairman,  thank  you,  but  if  I  may,  the  first 
shall  be  last.  May  I  defer  and  let  Mr.  Edleman  begin? 
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Mr.  Johnson.  Whatever  the  panel  is  most  comfortable  with.  Why 
don't  we  go  ahead  and  do  that.  And,  Myron,  why  don't  you  go 
ahead  and  begin  then  as  the  lead-off  hitter. 

STATEMENT  OF  MYRON  EDLEMAN,  DIRECTOR,  AGAMERICA, 
FARM  CREDIT  BANK,  WATERTOWN,  SD 

Mr.  Edleman.  Thank  you,  Mr.  Chairman.  Members  of  the  sub- 
committee, I  am  a  cattleman  and  a  farmer  from  South  Dakota,  and 
as  you  said,  a  member  of  the  board  of  directors  of  AgAmerica  Farm 
Credit  Bank.  I  appear  here  today  on  behalf  of  the  Farm  Credit  Sys- 
tem to  testify  in  strong  support  of  H.R.  4129,  the  Rural  Credit  and 
Development  Act  of  1994. 

Joining  me  are  Gene  Swackhamer,  Gene  Charville,  and  Bill 
Weber,  and  they  will  explain  the  role  that  farm  credit  can  play  in 
an  economic  revival  in  rural  America,  the  competitive  landscape  for 
rural  credit  and  describe  the  benefits  offered  by  H.R.  4129.  I  have 
lived  in  rural  America  all  my  life.  My  grandfather  started  our 
ranch  and  farm,  and  I  am  proud  to  say  that  I  have  built  upon  the 
hard  work  and  dedication  of  my  grandfather  and  my  father. 

We  now  run  a  cow-calf  operation  and  raise  com  and  alfalfa  hay 
on  about  4,000  acres  of  land  near  Willow  Lake.  With  my  son  join- 
ing the  business,  four  generations  of  our  family  have  now  made  a 
living  from  our  farm  and  ranch.  Both  agriculture  and  rural  Amer- 
ica have  changed  dramatically  over  the  years,  and  they  are  con- 
tinuing to  evolve.  These  changes  are  demanding  new  responses  and 
solutions,  which  is  exactly  what  H.R.  4129  speaks  to. 

There  has  been  a  revolution  in  farming  with  new  production 
techniques,  export  markets,  increasing  foreign  competition,  and  en- 
vironmental regulation  dictating  the  way  we  do  business.  There  is 
declining  Government  support  for  agriculture. 

Many  farmers  who  can't  find  a  way  to  bring  their  sons  and 
daughters  into  their  businesses.  Main  Street  businesses  and  our 
towns  struggling  to  survive,  and  too  many  rural  towns  are  facing 
a  deteriorating  tax  base.  As  a  result,  we  see  crumbling  rural  infra- 
structure that  is  inadequate  to  support  the  basic  standards  of  a 
modem  community. 

In  my  case,  I  have  been  lucky.  Willow  Lake  still  has  decent 
schools,  decent  roads  and  a  wonderful  sense  of  community.  But  for 
all  too  many  other  rural  families  and  in  all  too  many  other  rural 
towns,  just  the  opposite  is  the  case.  Our  rural  communities  are 
fighting  to  adapt  to  a  changing  economic  landscape  and  right  now 
many  are  losing  that  fight. 

The  Farm  Credit  System  has  been  a  vitally  important  resource 
for  my  fellow  farmers  and  neighbors  in  rural  America.  I  have  seen 
the  Farm  Credit  System  make  a  huge  difference  for  so  many  farm- 
ers and  ranchers  because  of  its  commitment  and  expertise  in  our 
business. 

The  Farm  Credit  System  benefits  all  farmers  and  ranchers, 
whether  they  are  farm  credit  borrowers  or  not,  because  of  the  com- 
petition it  brings  to  the  table.  I  have  heard  rural  commercial  bank- 
ers admit  they  would  charge  higher  rates  if  it  weren't  for  farm 
credit,  because  in  some  parts  of  the  country  there  is  no  other  alter- 
native. That  means  American  farmers  and  ranchers,  as  well  as 
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American  consumers,  are  benefiting  just  because  the  Farm  Credit 
System  exists. 

Part  of  what  makes  farm  credit  unique  is  that  it  reverses  the 
normal  flow  of  capital.  We  take  capital  from  the  Nation's  securities 
markets  on  Wall  Street  and  move  it  back  to  the  country.  What  this 
all  boils  down  to  is  this.  First,  there  is  not  enough  financial  re- 
sources available  to  revitalize  rural  America.  More  needs  to  be 
done  to  deal  with  rural  problems.  Local  plans,  local  lenders,  local 
leaders,  and  local  resources  are  the  keys  to  rural  economic  develop- 
ment. 

Second,  the  Farm  Credit  System  is  an  existing,  proven  and  com- 
mitted resource  to  help  in  rural  America.  As  a  financial  coopera- 
tive, the  Farm  Credit  System  is  locally  owned  by  its  borrower  own- 
ers, run  by  people  who  live  in  rural  communities.  H.R.  4129  puts 
the  local  expertise,  offices  and  resources  of  the  Farm  Credit  System 
to  work  on  rural  problems  at  no  cost  to  the  Federal  Government. 

Third,  while  we  believe  farming  and  ranching  remain  crucial  to 
rural  economic  opportunity,  rural  economic  opportunity  also  means 
helping  the  related  businesses,  infrastructure  and  housing  on 
which  we  and  agriculture  also  depend. 

Mr.  Chairman,  H.R.  4129  builds  on  existing  activities  the  Farm 
Credit  System  already  finances.  We  already  provide  loans  for  some 
farm-related  businesses,  such  as  rural  water  and  sewer  and  utility 
loans  and  rural  home  loans.  But  the  old  limits  on  what  we  can  do 
with  these  authorities  are  denying  rural  communities  access  to 
those  resources. 

I  will  only  mention  one  example  to  illustrate  my  point  involving 
a  neighbor  of  mine  from  Willow  Lake,  who  came  into  the  local  farm 
credit  branch  2  years  ago  to  see  about  getting  his  son  started  in 
farming.  Like  most  of  us,  he  was  worried  that  his  farm  could  not 
support  two  families.  But  his  son  had  some  good  ideas  about  start- 
ing a  grain  cleaning  business  and  he  came  into  the  office  with  a 
sound  business  plan. 

We  took  the  risk  and  we  made  the  loan.  The  son  was  eligible  for 
a  farm  credit  loan  because  he  had  rented  a  quarter  of  land  and  was 
producing  soybeans,  so  we  were  allowed  to  finance  his  on-farm 
grain  cleaning  business.  I  am  happy  to  say  over  the  past  2  years 
his  business  has  taken  off  and  both  the  farming  and  cleaning  oper- 
ations have  grown.  The  problem  is,  that  this  young  man's  success 
will  mean  he  can  probably  no  longer  be  served  by  farm  credit. 

Under  current  law  and  regulation,  we  can  finance  farm-related 
businesses  provided  that  they  either  offer  services  on  the  farm  or 
that  they  are  marketing  and  processing  operations  where  a  signifi- 
cant amount  of  the  commodity  is  produced  by  the  owner.  Farm 
credit  may  be  forced  to  turn  this  success  story  away,  because  the 
son's  cleaning  business  has  grown  to  the  point  where  his  own  grain 
being  cleaned  is  becoming  insignificant. 

As  you  know,  Mr.  Chairman,  eastern  South  Dakota  has  been  un- 
usually wet  for  the  past  couple  of  years,  leading  to  quality  prob- 
lems with  what  grain  we  have  been  able  to  harvest.  This  cleaning 
operation  was  able  to  salvage  marketable  bushels  from  otherwise 
almost  unmarketable  grain.  It  helped  save  the  farming  operation 
of  the  son,  his  father,  and  several  of  my  neighbors,  and  created  ad- 
ditional jobs  as  well. 
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And  guess  what  happened  when  this  young  farmer  went  to  his 
local  commercial  bank  to  apply  for  this  loan?  They  were  not  inter- 
ested. We  ask  you,  Mr.  Chairman,  is  this  grain  cleaning  business 
not  agriculture?  Shouldn't  we  be  encouraging  this  kind  of  initiative 
in  rural  America? 

Here  is  an  example  of  a  young  beginning  farmer  who  turned  a 
risky  operation  into  a  successful  one  and  farm  credit  played  a  key 
role  in  that  success.  How  does  it  help  that  farmer  or  agriculture  or 
the  local  community  if  his  success  makes  him  ineligible  to  continue 
to  do  business  with  farm  credit? 

One  last  point.  Our  competitors  in  the  commercial  banking  in- 
dustry have  said  this  legislation  would  move  the  Farm  Credit  Sys- 
tem away  from  agriculture,  that  it  would  cause  us  to  abandon  our 
original  purpose.  As  a  farmer  and  rancher  who  is  a  farm  credit  bor- 
rower and  director,  I  can  tell  you  that  is  nonsense. 

My  livelihood  is  agriculture,  and  I  believe  the  only  witness  here 
today  who  is  involved  in  production  agriculture.  The  reason  I  am 
on  the  board  of  my  farm  credit  bank  is  a  simple  one:  To  make  sure 
agricultural  producers  have  access  to  the  credit  they  need.  So  long 
as  farm  credit  remains  a  cooperative,  owned  by  its  borrowers,  like 
myself,  it  will  never  abandon  its  commitment  to  agriculture.  It  is 
just  that  simple. 

The  opposition  to  this  bill  just  says,  no,  perhaps  out  of  simple 
fear  of  competition.  They  offer  no  solutions  or  options  to  the  obvi- 
ous problems  in  rural  America.  Their  answer  simply  implies  the 
status  question  is  good  enough.  H.R.  4129  represents  what  farm 
credit  can  do  for  farmers  and  rural  communities.  We  urge  you  to 
support  it  and  to  enact  it.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Edleman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Edleman.  Mr.  Weber. 

Mr.  Weber.  Again,  I  am  sorry,  Mr.  Chairman,  I  am  going  to  ask 
Mr.  Swackhamer  and  then  Mr.  Charville,  and  then  I  would  like  to, 
if  I  may,  sum  up. 

Mr.  Johnson.  All  right,  fine.  Mr.  Swackhamer. 

STATEMENT  OF  GENE  SWACKHAMER,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  FARM  CREDIT  BANK  OF  BALTIMORE 

Mr.  Swackhamer.  Thank  you,  Mr.  Chairman,  for  calling  these 
hearings,  and  Mrs.  Clayton,  thank  you  for  introducing  H.R.  4129. 
I  am  here  to  offer  testimony  on  behalf  of  the  Farm  Credit  System 
to  support  this  legislation.  I  would  like  to  paraphrase  and  summa- 
rize my  testimony  in  three  areas:  One,  by  addressing  what  H.R. 
4129  authorities  really  do;  two,  by  talking  a  little  bit  about  how  the 
Farm  Credit  System  is  positioned  to  use  those  authorities;  and 
then,  three,  to  address  our  competitive  relationship  with  commer- 
cial banks,  v/hich  I  think  is  of  concern  to  your  subcommittee. 

First,  without  restating  it,  we  know  that  agriculture  is  changing. 
We  know  that  rural  communities  are  changing,  and  the  Farm 
Credit  System  itself  must  change  to  meet  these  needs.  We  are 
changing  by  consolidating  the  entities  of  the  Farm  Credit  System. 
That  is  not  new,  it  is  ongoing,  but  it  has  accelerated  and  it  is  not 
yet  done. 
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It  will  produce  more  efficient  operations,  and  the  farmers  and  the 
rural  communities  will  benefit  from  that.  We  are  changing  by  ex- 
panding our  product  mix  and  prices  to  provide  customers  with 
products  they  need  at  rates  that  meet  their  operating  require- 
ments. And  third,  we  are  serving  rural  communities  now.  We  make 
rural  home  loans,  we  make  farmer-owned  agribusiness  loans. 

The  BC's  provide  telephone  and  electric  and  water  system  financ- 
ing. So  we  are  doing  the  best  we  can  within  the  regulations  and 
the  Charter  Act  which  you  control  for  us.  Unfortunately,  even  in 
our  core  business,  those  restrictions  are  pretty  severe.  And  I  would 
like  to  address  six  of  the  authorities  in  H.R.  4129  that  would  make 
a  difference. 

The  purchase  of  non-Farm  Credit  System  loans  is  something  that 
has  been  needed  since  the  act  of  1971.  We  have  the  authority  to 
sell  our  loans,  but  we  have  never  been  able  to  do  anj^hing  other 
than  participate  loans.  We  have  never  had  the  ability  to  buy  loans. 
And  that  is  a  counterpart  of  selling.  We  can  buy  and  sell  invest- 
ments and  buy  and  sell  other  things,  but  we  have  only  had  a  par- 
tial authority  on  loans. 

To  finance  farm-related  businesses  beyond  the  on-farm  need  is 
essential.  Just  as  doctors  do  not  like  to  make  house  calls,  neither 
do  veterinarians,  and  neither  do  farm  supply  providers.  They  want 
you  to  come  use  the  equipment  that  they  own  or  lease,  and  take 
it  to  your  farm  and  apply  the  chemical  yourself.  There  are  chang- 
ing operating  relationships  and  we  need  to  be  able  to  accommodate 
customer  needs. 

Third,  the  banks  for  cooperatives  need  to  be  able  to  provide  busi- 
ness financing  that  cooperatives  benefit  from.  And  as  long  as  there 
is  that  material  benefit,  they  should  have  the  authority  to  see  that 
customer  through  its  needs. 

Fourth,  to  make  and  participate  in  community  facility  loans,  be- 
yond just  the  rural  housing. 

Fifth,  to  finance  power  generation  when  a  cooperative  is  the  di- 
rect beneficiary  by  providing  plant  financing  for  processing  and 
other  areas,  where  that  need  exists. 

And  sixth,  to  make  rural  home  loans  in  larger  communities  than 
the  2,500  population.  Those  are  the  main  authorities. 

Let  me  illustrate  just  one  or  two  examples  of  who  benefits  from 
that  authority.  In  south  central  Nebraska,  a  grain  elevator  and 
farm  supply  business  had  an  existing  relationship  with  a  large  re- 
gional bank.  The  owners  of  the  business  became  dissatisfied  with 
the  service  they  were  receiving  from  the  bank  and  tried  to  refi- 
nance with  a  local  community  bank.  They  requested  a  $5  million 
line  of  operating  credit,  and  the  business  owners  were  told  that  the 
bank  was  unable  to  handle  that  size  loan  because  of  their  regu- 
latory lending  limit. 

Still  wanting  to  finance  through  a  local  lender,  the  owner  ap- 
proached farm  credit  and  asked  us  to  participate  in  the  loan  with 
the  local  bank.  We  analyzed  the  business  and  found  it  to  be  credit- 
worthy. However,  we  were  forced  to  turn  this  customer  away  be- 
cause current  law  says  that  farm  credit  can  only  finance  businesses 
that  are  owned  solely  by  farmers.  And  today  the  owner  continues 
in  an  unsatisfactory  financing  relationship. 
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I  have  included  in  the  paper  numerous  other  examples  which  I 
would  commend  to  you,  but  in  deference  to  the  time,  I  would  like 
to  go  on  to  a  couple  of  other  areas.  Some  of  the  opposition  to  the 
Clayton  bill  would  have  you  believe  that  provisions  like  these  that 
I  have  enumerated  move  farm  credit  away  from  its  traditional  mis- 
sion, supporting  farmers.  Remember,  it  is  farmers  who  are  asking 
for  this  support!  So  I  don't  buy  that  argument! 

Others  say  farm  credit  would  finance  beyond  our  lending  experi- 
ence or  our  lending  skills.  And,  again,  I  don't  buy  that  either.  After 
23  years  of  limited  housing  authority,  it  still  accounts  for  less  than 
5  percent  of  our  total  portfolio,  and  in  the  farm-related  business 
field,  less  than  2  percent,  and  the  same  for  aquatic  lending. 

Farmers  inherently  are  cautious.  It  is  their  capital  at  risk,  and 
they  are  not  going  to  let  the  Farm  Credit  System  stray  into 
untested  waters  and  expose  that  capital. 

And,  finally,  Mr.  Chairman,  positioning  the  Farm  Credit  System 
to  deliver  these  services  and  to  deal  with  competition,  three  things 
I  would  cite:  Access  to  national  and  international  money  markets 
is  vitally  important  to  rural  areas  and  to  commercial  banks.  And 
our  existing  nationwide  network  of  lending  offices  in  the  Farm 
Credit  System  is  an  excellent  delivery  system  for  rural  America. 
And  the  local  expertise  and  the  local  control  represented  by  Farm 
Credit  System  is  the  best  way  to  decide  how  to  extend  credit  and 
provide  support  in  rural  America. 

In  my  opinion,  the  Farm  Credit  System  is  underutilized  as  a 
rural  GSE.  We  can  do  more  for  rural  America,  and  we  are  asking 
the  authority  to  do  it. 

As  to  commercial  bank  competition,  I  know  of  very  few  occasions 
since  our  inception  in  1917  when  commercial  banks  have  ever  sup- 
ported the  Farm  Credit  System.  And  yet  I  come  from  a  district 
where  the  relationship  with  commercial  banks  is  excellent.  We  help 
each  other,  we  participate  in  loans,  and  the  rural  communities  ben- 
efit from  both  of  us  being  there. 

I  do  think  the  day  will  come  when  there  will  be  more  need  of  the 
Farm  Credit  System  by  the  commercial  banking  sector  of  the  Unit- 
ed States.  I  believe  this  bill  will  move  us  in  that  direction  and  it 
is  for  that  reason  that  I  am  pleased  to  support  it  and  commend  it 
to  this  committee.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Swackhamer  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Swackhamer.  And  Mr.  Charville. 

STATEMENT  OF  GENE  CHARVILLE,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  TAR  HEEL  FARM  CREDIT,  AGRICUL- 
TURAL CREDIT  ASSOCIATION,  RALEIGH,  NC 

Mr.  Charville.  Good  afternoon,  Mr.  Chairman,  and  members  of 
the  subcommittee.  My  name  is  Gene  Charville,  and  I  am  president 
of  Tar  Heel  Farm  Credit.  We  are  an  agricultural  credit  association 
serving  the  credit  needs  of  agricultural  producers  and  rural  home- 
owners in  12  counties  in  central  and  eastern  North  Carolina. 

Currently,  our  association  provides  credit  services  to  approxi- 
mately 3,000  farmers.  We  also  finance  the  rural  homes  of  500  rural 
families.  All  together,  our  association  has  nearly  $220  million  in- 
vested in  our  local  North  Carolina  communities. 
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First  of  all,  Mr.  Chairman,  I  would  like  to  thank  Representative 
Cla3rton  for  her  work  on  behalf  of  the  North  Carolina  communities 
that  we  serve.  Her  efforts  to  bring  resources  to  bear  on  the  agricul- 
tural and  rural  development  problems  and  challenges  facing  the 
First  Congressional  District  are  very  much  appreciated  by  me,  my 
farmer  board  members,  and  all  of  the  farmers  and  rural  citizens 
that  we  serve. 

Tar  Heel  Farm  Credit  enthusiastically  supports  H.R.  4129,  and 
looks  forward  to  using  the  tools  it  provides  to  spur  economic 
growth.  Mr.  Chairman,  as  someone  who  lives  and  works  in  rural 
America,  I  see  the  very  real  needs  facing  our  farmers  and  commu- 
nities. 

As  Mrs.  Clayton  knows  firsthand,  rural  people  face  daily  hard- 
ships as  they  meet  the  challenges  of  living  and  working  in  a  rural 
area.  In  many  areas,  this  way  of  life  has  become  increasingly  bur- 
densome as  rural  communities  have  declined  and  the  challenge  of 
surviving  as  a  farmer  has  become  more  difficult.  The  average  age 
of  our  customers  is  58,  and  has  increased  every  year  for  the  past 
two  decades. 

Young  people,  the  next  generation  of  farmers,  are  leaving  the 
rural  area.  They  see  the  lack  of  economic  vitality  and  lack  of  oppor- 
tunity. H.R.  4129  can  help  restore  economic  strength  to  all  of  rural 
America.  Farmers  across  the  country  face  many  problems  and  un- 
certainties with  the  commodities  that  they  produce. 

External  forces  far  beyond  the  control  of  the  farmer  affect  the  in- 
come-producing potential  of  nearly  every  commodity.  Often  a  rural 
community  or  even  an  entire  county  can  be  nearly  entirely  depend- 
ent on  the  fate  of  one  or  just  a  few  crops.  In  our  case,  nearly  half 
of  our  customers  are  tobacco  farmers.  They  rely  on  income  from  the 
sale  of  their  tobacco  crop  to  buy  their  groceries,  to  educate  their 
children,  meet  their  payroll,  and  pay  their  taxes.  But  like  all  of  us, 
they  see  forces  beyond  their  control  presenting  nearly  insurmount- 
able hurdles  to  them  continuing  in  the  only  occupation  that  they 
know. 

Nearly  every  day  they  see  negative  news  regarding  tobacco. 
While  many  Americans  may  agree  with  this  negative  drumbeat  in 
the  news,  for  us  and  our  customers,  it  places  our  livelihoods  in 
peril.  We  are  searching  for  answers.  We  are  looking  for  ways  to 
help  rural  people  and  their  communities  prosper  once  again;  to 
help  them  remain  viable  to  produce  jobs,  to  fill  the  void  if  tobacco 
declines. 

We  believe  that  farm  credit  can  help  in  meeting  the  needs  of  a 
changing  rural  economy.  We  can  bring  vast  resources  to  bear  on 
rural  development.  My  association  has  over  $36  million  in  capital. 
The  farmers  who  own  that  capital,  want  to  leverage  it  to  improve 
their  communities.  Farm  credit's  local  financial  professionals  are  a 
resource  for  their  community.  Our  loan  officers  know  when  their 
town  cannot  find  financing  to  build  roads,  to  upgrade  sewer  sys- 
tems, purchase  fire  and  emergency  equipment,  or  build  new 
schools.  But  they  are  a  resource  which  can  only  be  fully  tapped  if 
current  law  is  changed. 

We  have  always  operated  in  competition  with  many  banks  and 
other  commercial  lenders  that  operate  in  our  marketplace.  We  don't 
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do  business  with  all  farmers,  but  all  farmers  benefit  from  us  pro- 
viding a  source  of  competition.  The  stiffer  the  competition  for  a 
loan,  the  better  the  deal  for  the  borrower.  It  is  simple  economics 
at  work. 

H.R.  4129  provides  many  benefits  and  opportunities  for  farmers 
and  ranchers.  In  addition  to  revitalizing  their  communities  and 
providing  an  additional  source  of  credit  to  the  businesses  they  de- 
pend on,  it  will  help  assure  that  farm  credit  will  continue  to  be  a 
source  of  credit,  despite  declining  numbers  of  farmers.  It  helps  us 
assure  that  we  will  be  able  to  provide  local  service  at  a  competitive 
level. 

Tar  Heel  Farm  Credit  and  the  entire  Farm  Credit  System  were 
established  to  meet  the  unmet  credit  needs  for  farmers  and  to  as- 
sure that  a  dependable  and  reliable  source  of  credit  would  always 
be  available.  Tar  Heel  Farm  Credit  has  been  fulfilling  this  need  for 
farmers  since  1917.  Rural  communities  and  rural  residents  now 
have  needs. 

Fortunately,  the  Farm  Credit  System  is  there  to  provide  the  cap- 
ital, the  experienced  staff,  the  network  of  offices,  the  commitment 
and  the  desire  to  meet  this  task.  Unfortunately,  current  law  pre- 
vents us  from  fully  providing  these  benefits  to  rural  communities. 

Mr.  Chairman,  we  are  at  a  turning  point.  We  can  sit  back  idly 
while  we  continue  to  see  populations  decline  in  rural  areas,  see 
rural  communities  weaken,  opportunities  erode,  and  hopes  fade  for 
the  farmers  and  rural  residents  who  have  built  this  country.  In- 
stead, I  hope  that  we  can  work  together  to  revitalize  our  rural  com- 
munities, strengthen  the  economies  of  our  small  towns,  and  restore 
hope  to  the  millions  that  produce  our  food  and  fiber  and  continue 
to  live  and  work  in  rural  America.  Let's  work  together  to  rebuild 
rural  America.  Thank  you. 

[The  prepared  statement  of  Mr.  Charville  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Charville.  And  Mr.  Weber. 

STATEMENT  OF  WILLIAM  R.  WEBER,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  FARM  CREDIT  COUNCIL 

Mr.  Weber.  Thank  you,  Mr.  Chairman.  And  if  I  may,  just  to 
wrap  up  and  summarize,  there  are  six  points  I  think  that  we  would 
like  to  leave  with  you  today  from  the  standpoint  of  the  position  of 
farm  credit.  And  before  I  articulate  those,  we  just  want  to  reiterate 
our  support  and  our  appreciation  for  Representative  Clayton  for 
taking  the  initiative  on  these  issues,  and  to  you,  Mr.  Chairman,  for 
providing  this  forum  for  these  opportunities  for  these  items  to  be 
discussed. 

Further  analysis  notwithstanding,  I  think  we  all  know  that  rural 
America  needs  help.  That  is  point  one.  And  point  two,  we  in  the 
Farm  Credit  System  can  help.  As  Representative  Clayton  said  in 
her  testimony,  we  are  a  rural  friendly  tool,  we  are  available,  we  are 
in  position,  we  live  and  work  in  rural  America.  We  have  the  oppor- 
tunity to  bring  funds  from  the  capital  markets  to  rural  commu- 
nities, and  we  can  do  that  with  no  taxpayer  expense.  And  I  think 
this  bill  is  important  because  it  helps  rural  America. 

This  is  point  three:  It  helps  rural  America  in  two  ways.  One,  it 
better  helps  agriculture,  and  in  that  regard  helps  rural  America. 
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And  I  think  Mrs.  Clajd^on's  statement  was  very  important  in  point- 
ing out  that  relationship.  And  I  think,  second,  it  helps  rural  Amer- 
ica directly,  and  I  think  that,  again,  reflects  the  nature  of  who  we 
are  and  what  we  do  in  farm  credit. 

The  fourth  point,  and  I  think  it  is  important  to  keep  in  mind,  is 
that — and  it  has  been  underscored  by  a  number  of  statements  al- 
ready here  today — that  we  need  obviously,  like  every  other  entity 
that  competes  in  the  private  economy,  to  keep  pace  with  the  chang- 
ing realities  of  both  agriculture  and  rural  America  consistent  with 
our  mission.  And  there  are  some  that  would  argue  that  we  want 
to  become  something  that  we  are  not.  And  I  think  it  is  important 
for  you  to  understand  that  we  do  not  want  to  become  something 
that  we  are  not. 

The  fifth  point,  and,  again,  to  pick  up  on  a  point  that  I  think 
Representative  Clayton  underscored,  we  can't  do  it  all.  We  don't 
purport  to  do  it  all.  There  is  a  role  for  so  many  of  us,  there  is  a 
role  for  the  commercial  banks,  there  is  a  role  for  every  other  entity 
that  has  the  opportunity  to  contribute  to  rural  America,  and  we 
think  that  is  what  this  bill  reflects,  the  opportunity  to  provide  an 
additional  chance  for  farm  credit  to  bring  its  particular  skills  and 
resources  to  bear,  along  with  everybody  else's  in  the  partnership 
that  has  been  discussed.  And  I  think  the  last  point  is  self-evident, 
and  that  is  that  to  deny  this  bill  is  to  deny  that  there  are  needs 
that  are  going  unmet,  and  I  think  that  is  clearly  not  the  case.  And 
I  don't  think  the  question  is  whether  or  not  there  is  economic  de- 
velopment needed. 

The  question  is  where  are  the  resources  going  to  come  from.  And 
we  submit  that  we  are  a  ready,  able,  and  willing  source  for  those 
resources.  So,  again,  we  thank  you  for  this  opportunity  and  we 
urge  this  subcommittee's  consideration  of  H.R.  4129. 

[The  prepared  statement  of  Mr.  Weber  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Weber,  and  all  members  of  this 
panel.  I  think  your  observations  are  very  helpful  to  the  subcommit- 
tee. 

Let  me  ask  a  couple  of  fundamental,  perhaps  devil's  advocate 
kind  of  questions.  One  would  be  that  there  are  some  who  express 
a  fear  that  the  Farm  Credit  System  was  created  originally  to  help 
provide  farmers,  family  farmers  by  and  large,  with  credit  assist- 
ance for  their  operating  need  and  for  their  land  purchase  needs,  be- 
cause the  commercial  lending  industry  was  not  meeting  those  re- 
quirements. There  are  some  who  would  tell  me  that  they  are  con- 
cerned that  following  the  farm  credit  bailout  of  the  1980's,  that  the 
farm  credit's  emphasis  shifted,  understandably  tightened  up  its 
portfolio,  left  behind  some  of  the  more  marginal  operators,  and  fo- 
cused more  on  farmers  who  were  safer  or  were  a  more  solid  lending 
opportunity. 

And  those  people  would  suggest  that  if  we  expanded  the  scope 
of  the  farm  credit's  lending  activity,  that  they  will  move  still  fur- 
ther away  from  its  original  mission  of  meeting  operating  and  land 
purchasing  needs  of  those  farmers  who  are  turned  down  by  com- 
mercial lenders  and  that  the  Farm  Credit  System  simply  becomes 
another  bank  in  that  circumstance.  What  is  your  response  to  that 
kind  of  concern  or  criticism? 
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Mr.  Edleman.  Mr.  Chairman,  I  can  best  answer  that  by  saying 
if  we  really  consider  who  owns  the  Farm  Credit  System,  and  as 
there  was  some  question  before,  the  Farm  Credit  System  is  pri- 
vately owned.  It  is  owned  by  farmers  and  ranchers  like  myself  and 
certainly  I  know,  I  have  a  considerable  stock  investment  in  the 
Farm  Credit  System.  And  I  think  if  we  ever  sat  in  a  board  meeting 
of  a  farm  credit  bank  or  association  board  meeting,  you  would  feel 
very  comfortable  that  the  emphasis  of  the  Farm  Credit  System  is 
never  going  to  change. 

We  are  production  agriculture.  That  is  where  we  make  our  living. 
And  certainly  we  are  not  going  to  stray  in  any  other  direction  and 
allow  our  commitment  to  agriculture  to  ever  deteriorate.  So  I  think 
you  can  be  well-assured  that  because  of  the  nature  of  the  owner- 
ship of  the  Farm  Credit  System  itself,  the  emphasis  will  not 
change. 

Mr.  Johnson.  Well,  what  would  you  say  in  the  case  of — see, 
Myron,  in  the  example  that  you  gave  us  of  the  grain  cleaning  oper- 
ation, there  are  some  who  would  suggest  that  because  this  initial 
venture  was  a  riskier  venture,  the  young  man  just  getting  started, 
that  it  would  be  appropriate  for  an  entity  such  as  the  Farm  Credit 
System  to  be  involved  at  that  stage  because  of,  some  would  sug- 
gest, a  less  regulatory  burden  that  you  carry  and  the  fact  that  you 
have  certain  benefits  that  flow  from  being  a  Government-sponsored 
entity,  a  GSE.  But  that  once  operation  is  up  and  going,  that  it 
would  be  appropriate  at  that  point  for  that  borrower  to  graduate, 
some  would  say,  or  to  make  a  transition  to  the  traditional  commer- 
cial lending  institutions,  the  banks,  and  that  that  is  an  appropriate 
division,  that  at  the  point  that  it  is  a  successful  venture,  that  that 
person  ought  then  to  be  able  to  get  credit  from  existing  banking  in- 
stitutions. What  comment  do  you  have  to  that? 

Mr.  Edelman.  Once  again,  maybe  I  would  ask  Gene  Swackhamer 
to  talk  about  the  GSE  status  and  the  level  playing  field,  so  to 
speak,  and  what  that  really  is.  But  from  that  point  of  view,  I  think 
once  again  we  need  to  realize  that  the  Farm  Credit  System  is  pri- 
vately owned,  and  to  expect  the  Farm  Credit  System  to,  so  to 
speak,  graduate  borrowers,  is  not  realistic.  Just  because  we  are  a 
cooperative  organization  doesn't  mean  that  we  are  different  than 
other  commercial  lenders. 

We  are  lenders,  only  we  are  privately  owned  as  a  cooperative.  As 
I  listened  to  some  of  this  discussion  today,  I  think  it  boils  down  to 
the  opposition  to  this  bill  comes  back  to  one  thing,  and  that  is  the 
fear  of  competition.  If  you  really  analyze,  that  is  what  it  comes  to. 
I  am  involved  in  the  cattle  business,  which  is  a  highly  competitive 
business.  I  am  going  to  compete  with  NAFTA  or  GATT  or  what- 
ever, whether  it  is  Mexican  cattle  coming  in  or  Canadian  cattle  or 
Australian  or  Argentina  beef,  I  am  going  to  compete  with  that,  but 
what  that  forces  me  to  do  is  be  more  efficient. 

Competition  forces  efficiency.  So  who  benefits  from  that?  Cer- 
tainly in  the  case  of  meat  proteins,  it  is  the  consumer  who  benefits 
because  of  the  price.  And  I  think  the  committee  needs  to  consider 
this  as  well.  The  competition  factor,  who  benefits  from  the  competi- 
tion factor?  Certainly  it  is  the  farmers,  the  ranchers,  the  people  in 
rural  America,  the  rural  communities  that  benefit.  Irregardless  of 
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what  the  people  that  oppose  this  legislation  say  and  cry  wolf,  the 
people  that  use  it  will  be  the  beneficiaries. 

Mr.  Johnson.  We  are  running  short  of  time  and  I  want  to  honor 
my  own  5-minute  limitation  rule  here,  but  we  may  have  time  to 
dwell  further  on  the  question  of  level  playing.  I  have  never  had  a 
single  organization  in  my  entire  experience  in  the  State  legislature 
or  in  Congress  tell  me  that  they  wanted  anything  other  than  a 
level  pla5dng  field.  And  it  is  in  the  eye  of  the  beholder,  I  suppose, 
but  I  think  we  may  need  some  further  discussion  about  the  relative 
competitiveness  of  GSE's  versus  commercial  banking.  And  there  is 
that  fundamental  fairness  issue  that  remains  unresolved.  I  will  at 
this  point  recognize  my  colleague  from  Oklahoma,  Mr.  Lucas. 

Mr.  Lucas.  Thank  you,  Mr.  Chairman.  Of  course,  being  one  of 
the  newest  members  of  this  subcommittee  and  only  having  been  a 
member  of  this  body  for  a  few  months,  I  suppose  I  have,  oh,  a  per- 
spective with  a  lot  more  questions  to  ask  and  very  few  statements 
to  make.  But  in  this  particular  realm,  my  congressional  district 
back  home  is  60  percent  rural,  40  percent  urban. 

Literally,  40  percent  of  my  constituents  live  in  one  county  and 
the  other  60  percent  are  scattered  over  23  counties.  So  I  am  very 
sensitive  about  rural  development.  But  answer  for  me,  if  you  can, 
and  not  having  seen  a  full  draft  of  this  bill,  envisioning  the  im- 
pact— should  this  language  pass — that  it  will  have  on  the  Farm 
Credit  System. 

As  I  understand  the  basic  principle,  in  essence  we  are  a  cus- 
tomer-owned entity.  As  we  branch  out,  take  on  more  housing  loans, 
more  of  other  things,  as  these  people,  I  assume,  will  be  required 
to  make  the  stock  purchases  that  has  customarily  been  the  case  in 
the  past,  5  years  or  10  years  or  20  years  down  the  road,  give  me 
your  speculation,  your  guesstimate,  as  to  how  this  could  change  the 
nature  of  the  ownership  of  the  Farm  Credit  System.  Will  we  slide 
more  from  Joe-farmer-down-the-road-t5T)e  entity  to  one  that  might 
reflect  more  urban  nature  or  smalltown  nature? 

Mr.  SWACKHAMER.  Mr.  Lucas,  let  me  comment  on  a  couple  of  as- 
pects, then  maybe  my  colleagues  have  other  points.  In  the  rural 
housing  that  we  do  today,  the  evidence  of  ownership  is  called  a  par- 
ticipation certificate.  It  is  a  nonvoting  form  of  stock.  So  the  amend- 
ments proposed  in  this  bill  would  not  change  that  ownership  of  the 
Farm  Credit  System.  It  would  authorize  us  to  finance  a  broader 
spectrum  of  those  customers.  And  they  have  the  same  access  to 
funds  as  the  stockholder  owner,  but  the  stockholder  owner  still  has 
the  voting  control.  And  that  is  the  farmer.  So  it  does  not  dilute  the 
farmer  ownership  or  control. 

In  terms  of  the  question  of  how  might  it  change  farm  credit  in 
other  ways,  let  me  also  mention  the  importance  of  rural  housing 
to  my  district  during  the  financial  stress  of  the  1980's.  Rural  home 
loans  at  that  time  represented  about  12  percent  of  our  portfolio. 
And  they  helped  us  immensely  in  dealing  with  some  of  the  adverse 
credit  on  the  agricultural  side,  because  of  that  diversification. 

You  heard  that  comment  earlier  from  our  regulatory  agency 
today,  and  I  think  they  are  just  now  beginning  to  appreciate  some 
of  the  importance  of  that  in  a  single  industry  portfolio.  So  I  offer 
those  two  comments. 

Mr.  Johnson.  Mrs.  Clayton. 
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Mrs.  Clayton.  Thank  you.  Thank  all  of  you  for  your  testimony. 
I  want  just  to  revisit,  although  you  spoke  to  it,  anticipating  that 
the  concern  had  been  over  your  inability  to  continue  your  mission 
as  you  seek  to  have  new  authority.  Let  me  understand  now  also  the 
question  is  how  well  you  are  serving  your  current  mission,  is  the 
underlying  premise  of  that  concern,  too.  Are  you  indeed  making  ef- 
forts to  serve,  you  feel,  your  current  mission  field?  And  what  extra 
efforts  are  you  undergoing  to  satisfy  that  concern? 

Mr.  SwACKHAMER.  The  Farm  Credit  Act  has  a  mission  statement 
that  says  our  mission  is  to  improve  the  economic  well-being  and 
welfare  of  agriculture  and  rural  communities.  I  think  in  197 1  when 
the  Farm  Credit  Act  was  really  significantly  modernized,  that  rep- 
resented for  the  first  time  an  expansion  of  farm  credit  into  rural 
America  as  a  rural  GSE.  We  were  given  limited  authorities  in  new 
areas,  and  that  has  been  an  important  part  of  serving  new  clients, 
new  clientele  and  expanding  the  availability  of  credit  for  job  cre- 
ation, for  businesses,  et  cetera.  And  to  the  extent  that  we  are  au- 
thorized in  that  area,  we  try  to  do  our  very  best. 

We  want  to  service  a  broader  spectrum  of  rural  America,  and 
within  the  limits  of  our  authorities  I  think  we  do  a  good  job.  I  am 
always  amazed  how  many  young  farmers  or  beginning  farmers  we 
report  to  our  regulatory  agency  as  required  by  our  charter  each 
year.  There  are  a  large  number  in  that  category.  It  tells  me  that 
we  are  facilitating  the  intergenerational  transfer  of  ownership  of 
land,  of  operation  of  farm  businesses.  So  I  think  farm  credit  is 
meeting  its  mission.  But  the  mission  that  we  have  is  more  limited 
than  I  believe  it  should  be.  And  that  is  why  I  feel  as  a  rural  GSE, 
we  are  underutilized.  We  could  do  more  and  we  could  do  more  in 
a  way  that  would  benefit  rural  communities  and  all  the  businesses 
there.  And  that  is  really  why  we  support  this  bill. 

Mrs.  Clayton.  Thank  you. 

Mr.  Charville,  I  want  to  welcome  you.  I  failed  to  do  that  as  a  pre- 
liminary, but  more  importantly  I  want  to  welcome  your  wife  who 
is  here  and  just  acknowledge  that  you  all  are  accompanied  by  your 
three  sons,  Byron,  Adam,  and  Greg.  And  just  to  say,  Mr.  Chair- 
man, I  want  to  acknowledge  that  they  are  here. 

Mr.  Johnson.  The  subcommittee  certainly  welcomes  them  all. 

Mrs.  Clayton.  Thank  you. 

Mr.  Charville.  Thank  you. 

Mrs.  Clayton.  Also,  part  of  the  dialog  that  I  have  heard  raised 
as  I  have  introduced  this  bill,  is  personally  my  sensitivity  to  CRA 
and  my  involvement  with  the  banks  and  CRA  and  trying  to  hold 
them  accountable  in  terms  of  lending  fairly  without  regard  to  race 
or  geography.  Can  you  comment  if  you  feel  there  is  any  problem 
or  area  we  need  to  look  at  as  it  relates  in  North  Carolina  to  lending 
to  minority  farmers  or  to  farmers  who  perhaps  live  in  certain  geo- 
graphical areas?  Is  there  a  problem  that  we  need  to  know  about 
that? 

Mr.  Charville.  CRA  specifically  was  put  in  place  to  ensure  that 
depository  institutions  lend  within  communities  from  which  those 
deposits  were  obtained.  And,  of  course.  Farm  Credit  System  insti- 
tutions, are  not  depository  institutions,  and  so  provisions  of  that 
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really  don't  apply.  Farm  credit,  though,  has  always  played  some- 
what a  unique  role  or  different  role  than  some  other  financial  insti- 
tutions in  that  we,  in  effect,  reverse  the  normal  flow  of  capital. 

In  our  case,  capital  goes  from  the  money  markets  to  the  rural 
areas.  So  we  serve  as  a  conduit  to  get  funds  and  make  them  avail- 
able in  rural  areas.  We  serve  every  area  of  the  country.  We  serve 
farmers,  no  matter  what  their  background  is,  minority  or 
nonminority.  We  serve  all  farmers  equitably  and  equally  and, 
again,  serve  all  geographic  areas. 

Mrs.  Clayton.  Thank  you.  Mr.  Chairman,  that  is  all  I  have. 

Mr.  Johnson.  I  want  to  thank  the  members  of  this  panel,  unless 
there  are  any  further  questions.  Thank  you  for  your  contribution. 
It  is  extraordinarily  helpful  to  this  subcommittee.  And  we  will  be 
turning  to  you  as  this  debate  evolves.  Thank  you. 

The  next  panel  consists  of  Mr.  Jeff  Plagge,  who  is  president  of 
the  First  National  Bank  of  Waverly,  Iowa,  and  he  is  here  on  behalf 
of  the  American  Bankers  Association.  I  want  to  welcome  in  particu- 
lar Mr.  James  Hart,  who  is  president  and  CEO  of  the  Hand  County 
State  Bank  of  Miller,  South  Dakota,  on  behalf  of  the  Independent 
Bankers  Association  of  America;  and  Mr.  Billy  Don  Anderson,  who 
is  president  and  CEO  of  Valley  Federal  Savings  Bank,  Sheffield, 
Alabama,  on  behalf  of  the  savings  and  community  banks  of  Amer- 
ica. 

Welcome  to  all  three  of  you  gentlemen.  As  with  the  other  panels, 
we  invite  each  of  you  to  summarize  your  statements  or  present 
them  however  you  are  most  comfortable,  but  your  full  statements 
are  received  for  the  record  for  the  members  of  the  committee  and 
our  staffs.  And  we  will  proceed  through  the  panel,  and  save  ques- 
tions or  comments  for  the  conclusion  of  the  panel.  Mr.  Plagge,  wel- 
come, and  proceed,  please. 

STATEMENT  OF  JEFFREY  L.  PLAGGE,  PRESIDENT,  FIRST  NA- 
TIONAL BANK  OF  WAVERLY,  lA,  ON  BEHALF  OF  THE  AMER- 
ICAN BANKERS  ASSOCIATION 

Mr.  Plagge.  Thank  you.  Mr.  Chairman  and  members  of  the  sub- 
committee, I  am  pleased  to  be  here  on  behalf  of  the  American 
Bankers  Association  to  participate  in  this  hearing  on  H.R.  4129.  I 
am  Jeff  Plagge,  president  of  the  First  National  Bank  of  Waverly, 
Iowa.  I  currently  serve  as  the  chairman  of  the  ABA's  agricultural 
executive  committee,  and  the  chairman  of  the  ABA's  rural  economic 
development  task  force. 

In  the  interest  of  time,  I  will  summarize  my  written  statement 
and  will  proceed.  With  the  network  of  approximately  20,000  banks 
and  branch  offices  located  in  rural  communities,  the  banking  indus- 
try is  uniquely  positioned  to  assist  rural  economic  development  ef- 
forts. And  my  bank  is  no  different.  First  National  Bank  of  Waverly 
is  a  small,  independently  owned,  $85  million  bank,  which  serves  a 
rural  community  of  approximately  9,000  people  in  the  northeast 
part  of  Iowa. 

A  significant  portion  of  our  loans  are  comprised  of  family  farming 
operations,  rural  housing,  and  rural  business.  Mr.  Chairman,  while 
the  commercial  banking  community  certainly  is  supportive  of  work- 
able rural  development  initiatives,  the  ABA  remains  opposed  to  all 
provisions  under  H.R.  4129,  seeking  to  expand  the  current  lending 
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authorities  of  the  Farm  Credit  System.  There  would  be  nothing  au- 
thorized by  this  legislation  that  would  provide  credit  for  rural  com- 
munities that  is  not  already  provided  by  a  wide  variety  of  private 
lending  institutions,  which  are  currently  subjected  to  strict  regu- 
latory guidelines  and  safe  and  sound  lending  practices. 

Simply  expanding  the  lending  authority  of  the  Farm  Credit  Sys- 
tem will  not  increase  the  amount  of  credit  available  to  rural  indi- 
viduals and  businesses  lacking  the  adequate  resources,  such  as  eq- 
uity capital,  necessary  to  obtain  conventional  credit  within  the 
bank  regulatory  framework  today. 

For  the  record,  I  have  attached  to  my  testimony  an  ABA  section- 
by-section  analysis  of  H.R.  4129,  which  details  specific  reasons  for 
the  banking  industry's  opposition  to  this  legislation. 

While  the  banking  community  agrees  that  certain  funding  gaps 
do  exist  for  rural  communities,  there  is  no  credit  gap  for  borrowers 
in  rural  areas  who  meet  bank  regulatory  standards.  This  is  not  to 
say  that  more  cannot  be  done  in  rural  areas  to  assist  worthwhile 
economic  development  initiatives,  or  individuals  who  lack  the  cap- 
ital resources  necessary  to  obtain  bank  credit  without  undermining 
regulatory  safety  and  soundness. 

Since  January,  ABA's  rural  economic  development  task  force  has 
been  meeting  with  a  variety  of  groups,  including  the  Farm  Credit 
System,  to  determine  productive  ways  to  address  our  collective  con- 
cerns about  the  future  viability  of  rural  America.  Although  none  of 
us  have  been  able  to  provide  definitive  answers  to  a  wide  variety 
of  rural  economic  concerns,  our  task  force  has  categorized  these 
concerns  in  four  areas. 

First,  production  agriculture.  Currently  banks  remain  the  No.  1 
industry  provider  of  debt  capital  to  farmers  and  ranchers.  Bankers 
believe  that  continued  efforts  in  support  of  USDA  farm  programs 
remain  vital  to  sustain  rural  economic  development  efforts. 

Further,  we  believe  that  Congress  must  continue  to  place  a  spe- 
cial focus  on  providing  opportunities  for  beginning  farmers  and 
ranchers,  on  improving  the  Farmers  Home  Administration's  guar- 
anteed lending  programs  and  providing  a  solid  crop  insurance  pro- 
gram. 

Second,  rural  housing.  Although  overall  competition  among  fi- 
nancial institutions  for  housing  loans  across  the  country  is  very  in- 
tense, one  area  where  rural  housing  funds  are  needed  today  are  for 
those  borrowers  who  lack  the  equity  to  obtain  traditional  bank 
credit.  For  banks  interested  in  serving  these  particular  rural  bor- 
rowers, the  FmHA  rural  housing  program  has  proven  to  be  an  in- 
valuable tool,  enabling  us  to  utilize  a  Federal  guarantee  finance  up 
to  100  percent  of  the  dollars  needed. 

This  program  is  not  the  only  housing  initiative  assisting  bankers 
in  rural  areas.  Bankers  are  continuing  to  seek  partnerships  with 
other  entities,  both  public  and  private,  to  meet  rural  housing 
needs.  For  example,  in  the  State  of  Iowa,  the  Iowa  Rural  Electric 
Cooperatives  have  teamed  up  with  the  Iowa  Bankers  Association  to 
establish  the  "Iowa  Homes  Revolving  Loan  Fund,"  for  the  purpose 
of  funding  a  portion  of  the  predevelopment  costs  for  senior  housing 
projects  and  to  share  some  of  the  initial  risks.  This  new  program 
is  the  t5^e  of  partnership  that  could  be  replicated  in  other  parts 
of  the  country.  The  REC's  also  make  bank  housing  loans  possible 
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by  providing  downpayment  assistance  loans  to  their  qualified  cus- 
tomers. 

Even  with  the  programs  and  partnerships  that  are  already  in 
place,  we  have  identified  specific  areas  of  critical  need  in  rural 
housing  that  must  be  addressed,  and  they  are  listed  in  my  written 
testimony. 

Third,  business  development  and  job  creation.  Our  members  be- 
lieve that  business  development  and  job  creation  are  essential  to 
the  survival  of  our  small  towns.  For  those  marginal  businesses  that 
lack  the  resources  necessary  for  bank  credit,  yet  show  future  prom- 
ise for  success,  banks  have  utilized  the  very  successful  Small  Busi- 
ness Administration  guaranteed  loan  programs.  In  fact,  we  are 
very  encouraged  by  the  innovations  that  the  SBA  is  currently  pilot- 
ing in  some  regions  of  the  country.  These  changes  are  enabling 
banks  to  better  serve  the  changing  needs  of  a  wide  variety  of  busi- 
ness borrowers. 

There  are  other  areas  of  rural  business  development,  however, 
that  continue  to  present  serious  obstacles  to  private  financing,  and 
which  are  identified  in  my  written  testimony.  These  obstacles  must 
be  addressed  if  we  are  going  to  be  able  to  leverage  the  assets  of 
the  commercial  banking  sector  to  its  fullest  potential. 

The  fourth  and  final  area  of  concern  is  infrastructure  without 
question,  infrastructure  is  an  important  part  of  rural  economic  de- 
velopment. Every  small  town  and  community  seeks  clean  water, 
sewers,  electric  power,  police  and  fire  protection  and  various  other 
public  investments  and  services.  The  tax  changes  of  the  1980's  lim- 
ited how  many  tax-exempt  bonds  can  be  held  in  banks'  portfolios. 
The  banking  industry  believes  that  it  is  time  to  reexamine  the  im- 
pact of  current  policies  on  the  long-term  infrastructure  needs  of 
their  rural  communities. 

Mr.  Chairman,  we  know  there  are  many  challenges,  and  I  wish 
that  we  had  solutions  to  all  of  the  many  problems  that  I  have  iden- 
tified today.  However,  there  are  no  easy  answers,  excess  funds,  or 
quick  fixes  to  what  has  been  a  steady  period  of  structural  change 
in  our  rural  communities.  But  I  stress,  again,  there  is  nothing  in 
H.R.  4129  which  addresses  these  issues  either.  Instead,  H.R.  4129 
simply  expands  the  current  lending  authorities  of  the  Farm  Credit 
System  to  more  closely  resemble  those  of  a  commercial  bank — with- 
out requiring  the  FCS  to  assume  any  of  the  responsibilities  or  regu- 
latory mandates  that  come  with  obtaining  a  bank  charter. 

The  Farm  Credit  System  has  powers  within  its  current  GSE 
charter  that  are  virtually  untapped.  We  believe  that  they  first  need 
to  concentrate  on  utilizing  these  powers  for  the  benefit  of  rural 
America.  In  fact,  the  FCS  is  the  only  Government-sponsored  enter- 
prise that  wants  to  do  everything  itself.  The  other  GSE's  work 
through  other  entities,  especially  banks,  to  deliver  their  products. 
In  fact,  all  the  other  GSE's  are  growing  while  the  Farm  Credit  Sys- 
tem has  decreased  its  size.  Perhaps  it  is  time  the  FCS  changes  its 
focus.  Rural  development  is  a  far  bigger  issue  than  the  Farm  Cred- 
it System.  They  should  be  a  player  in  the  issue  with  the  powers 
they  have,  but  they  cannot  be  considered  the  answer. 
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In  conclusion,  while  the  American  Bankers  Association  is  com- 
mitted to  working  with  the  Congress  on  workable  rural  develop- 
ment initiatives  that  seek  to  address  the  needs  of  rural  commu- 
nities, such  as  those  I  have  mentioned  today,  we  remain  opposed 
to  the  unjustified  and  unnecessary  demand  for  expansion  of  the 
current  lending  authorities  of  the  Farm  Credit  System  institutions. 

I  do  want  to  assure  you  and  the  members  of  this  subcommittee 
that  America's  banks  are  ready  to  join  in  cooperation  with  the  Con- 
gress to  bring  about  positive  economic  change  in  our  rural  commu- 
nities. The  proper  delivery  system  for  workable  rural  development 
programs  is  essential.  Rural  America  is  where  I  live;  rural  America 
is  where  some  20,000  banks  and  bank  branches  have  invested  cap- 
ital. Lets  find  programs  that  can  be  delivered  directly  to  rural 
America  through  this  vast  network  of  commercial  banks. 

I  will  be  happy  to  answer  any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  Plagge  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Johnson.  Thank  you.  Mr.  Hart. 

STATEMENT  OF  JAMES  F.  HART,  PRESmENT  AND  CfflEF  EXEC- 
UTIVE OFFICER,  HAND  COUNTY  STATE  BANK,  MILLER,  SD, 
ON  BEHALF  OF  THE  INDEPENDENT  BANKERS  ASSOCIATION 
OF  AMERICA 

Mr.  Hart.  Good  afternoon,  Mr.  Chairman,  distinguished  mem- 
bers of  the  subcommittee.  I  am  James  Hart,  president  and  CEO  of 
the  Hand  County  State  Bank  in  Miller,  South  Dakota  and  a  mem- 
ber of  the  Independent  Bankers  Association  of  America's  board  of 
directors  and  Agriculture-Rural  America  Committee.  As  one  of 
your  constituents,  Mr.  Chairman,  let  me  say  it  is  a  pleasure  to  ap- 
pear before  your  subcommittee  again. 

I  would  like  to  submit  a  lengthier  version  of  my  statement  and 
summarize  my  oral  remarks. 

IBAA's  6,000  community  banks  nationwide  are  locally  owned  and 
operated  institutions  dedicated  to  meeting  the  financial  needs  of 
their  communities.  We  are  very  aware  of  the  needs  of  agriculture 
and  local  businesses  on  Main  Street;  and  our  policies  reflect  a  sen- 
sitivity to  local  concerns. 

We  strongly  oppose  H.R.  4129,  which  would  expand  the  powers 
of  the  Farm  Credit  System,  until  and  unless  that  System  is  gov- 
erned by  the  same  rules,  regulations,  and  laws  as  commercial 
banks.  We  recognize  and  appreciate  Congresswoman  Clajd^on's  sin- 
cere and  well-intentioned  desire  to  enhance  the  flow  of  credit  to 
rural  America;  and  to  that  end,  we  pledge  our  support.  However, 
this  bill  will  not  accomplish  that  purpose. 

The  basis  for  our  opposition  to  this  legislation  is  that  the  Farm 
Credit  System  is  a  Government-sponsored  enterprise,  or  GSE, 
granting  it  certain  rights  and  privileges  not  accorded  to  commercial 
banks.  The  System  was  chartered  by  Congress  to  facilitate  a  de- 
pendable flow  of  credit  to  the  agricultural  community. 

This  bill  expands  authority  of  the  System  beyond  its  charter  and 
dangerously  shifts  the  focus  from  exclusively  serving  agriculture 
and  allows  entrance  into  nonfarm  services  and  other  lending  mar- 
kets served  by  commercial  banks. 
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As  a  GSE,  the  System  enjoys  significant  competitive  advantages 
over  commercial  banks,  as  noted  in  a  recent  GAO  report.  These  ad- 
vantages include  favorable  tax  treatment,  exemption  from  costly 
regulations,  significant  cost  benefits,  and  direct  access  to  the  cap- 
ital markets  at  Federal  agency  rates. 

In  addition,  Farm  Credit  System  institutions  are  exempt  from  a 
number  of  statutorily  imposed  bank  regulations,  including  the  be- 
loved Community  Reinvestment  Act,  better  known  as  CRA,  which 
costs  community  banks  more  than  $1  billion  per  year. 

The  question  this  committee  should  ask  is  what  is  beyond  the 
Farm  Credit  System's  burning  desire  to  expand  their  powers? 
USDA's  Economic  Research  Service  asks  the  same  question  and  re- 
cently published  an  article  entitled  "Farm  Credit  System  Lending: 
What's  Behind  the  Desire  for  Expanded  Powers?" 

The  article  suggests  the  System  wants  to  go  after  new  business 
and  new  markets  to  reverse  its  declining  farm  loan  portfolio.  The 
article  states,  "FCS  is  searching  for  new  lending  markets  to  sustain 
itself  in  the  next  century." 

Keep  in  mind  the  GAO  report  stated  also  the  System  does  not 
need  expanded  powers  to  ensure  its  viability  in  the  near  term. 

Therefore,  Mr.  Chairman,  the  System  is  seeking  to  expand  pow- 
ers to  ensure  long  term  viability;  and  members  need  to  remember 
that  only  a  few  short  years  ago,  Congress  had  to  shore  up  a  system 
by  authorizing  $4  billion  in  taxpayer  bailout  assistance  to  make  the 
System  solvent  on  a  long-term  basis. 

As  the  GAO  report  further  noted  "Like  other  GSE's,  the  System 
has  an  AAA  rating  because  of  its  ties  to  the  Grovernment.  But  in 
a  1991  Treasury  study,  one  rating  organization  indicated  that  with- 
out GSE  status,  the  System  would  be  rated  BB,  a  rating  below  the 
investment-grade  range  and  considered  speculative  or  high  risk." 

If  anyone  questions  the  benefit  of  GSE  status,  that  observation 
by  the  GAO  says  it  all. 

The  bill's  intent  is  to  provide  credit  and  financial  services  to 
rural  residents,  public  services,  and  business  enterprises.  No  evi- 
dence exists  there  is  a  lack  of  credit  in  rural  areas  or  urban  and 
suburban  areas  that  this  bill  allows  the  System  to  expand  into. 
Currently,  there  is  sufficient  commercial  credit  available  to  meet 
the  joint  needs  of  rural  consumers  and  business. 

IBAA  supports  a  national  rural  development  policy  bringing  eco- 
nomic diversification  to  rural  America.  Rural  development  issues 
need  to  be  addressed  in  a  comprehensive  manner  not  a  piecemeal 
fashion.  Otherwise,  we  can  only  repeat  the  mistakes  of  the  past 
and  end  up  with  a  variety  of  confusing  and  overactive  programs. 

In  conclusion,  Mr.  Chairman,  despite  good  intentions,  this  bill 
shifts  the  System  from  serving  agriculture;  allows  an  institution 
with  privileged  GSE  status  expansion  into  new  markets  and  this 
at  the  expense  of  community  banks.  It  raises  further  questions 
about  the  System's  viability  and  confuses  the  legitimate  efforts  to 
promote  rural  development.  We  strongly  urge  members  to  reject 
this  legislation. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Hart  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Johnson.  Thank  you,  Mr.  Hart. 
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Mr.  Anderson. 

STATEMENT  OF  BILLY  DON  ANDERSON,  PRESffiENT  AND 
CHIEF  EXECUTIVE  OFFICER,  VALLEY  FEDERAL  SAVINGS 
BANK,  SHEFFIELD,  AL,  ON  BEHALF  OF  THE  SAVINGS  &  COM- 
MUNITY BANKERS  OF  AMERICA 

Mr.  Anderson.  Thank  you,  Mr.  Chairman.  I  appreciate  this  op- 
portunity to  summarize  the  previously  submitted  testimony. 

My  name  is  Billy  Don  Anderson.  I  am  president  and  chief  execu- 
tive officer  for  Valley  Federal  Savings  Bank  in  Sheffield,  Alabama. 
Valley  Federal  was  established  60  years  ago  and  now  has  $124  mil- 
lion in  assets.  The  bank  emphasizes  residential  lending  and  retains 
many  of  the  mortgages  it  makes  in  its  own  portfolio.  We  are  ex- 
panding into  lending  for  other  household  needs  and  also  make  farm 
loans. 

Today,  I  am  representing  the  Savings  &  Community  Bankers  of 
America  which  represents  nearly  2,000  savings  institutions  and 
community  banks. 

Mr.  Chairman,  I  think  if  I  say  things  that  have  previously  been 
said  by  my  two  cohorts  here,  it  just  punctuates  the  importance  of 
what  we  have  recognized  is  a  problem  area  in  the  proposed  bill. 

SCBA  strongly  opposes  H.R.  4129.  The  Farm  Credit  System  has 
substantial  advantages  over  depository  institutions  and  should  not 
be  permitted  to  use  those  advantages  to  compete  against  private 
lenders  in  new  markets. 

It  is  a  Government-sponsored  entity  with  access  to  financing  at 
Government  agency  rates.  And,  it  is  not  subject  to  the  same  regula- 
tions as  depository  institutions.  The  System  has  these  advantages 
because  of  its  narrow  mission — to  serve  agriculture.  H.R.  4129 
would  divert  the  System  from  that  mission. 

SCBA  is  particularly  concerned  about  the  bill's  proposal  to  great- 
ly increase  the  System's  power  to  offer  home  mortgages.  This  would 
severely  hurt  the  competitive  position  of  privately  owned  and  oper- 
ated depository  institutions  that  are  already  serving  the  home 
mortgage  market.  No  one  has  demonstrated  that  there  is  a  need  for 
the  Farm  Credit  System  to  serve  those  areas  nor  that  the  System 
would  be  able  to  do  so. 

The  competitive  concerns  I  am  raising  today  are  important  to  my 
entire  community.  Our  bank's  customers,  employees,  £ind  stock- 
holders look  to  us  to  serve  a  wide  range  of  needs.  They  will  all  be 
hurt  if  our  institution  is  subject  to  unfair  competition  from  a  Gov- 
ernment-sponsored enterprise.  Savings  institutions  and  community 
banks  obtain  much  of  their  funding  through  retail  deposits.  This  is 
much  more  expensive  than  direct  money  market  borrowing.  By  ac- 
cepting retail  deposits,  thrifts  and  banks  provide  a  valuable  service 
to  their  communities.  However,  it  is  costly  to  provide  that  service: 

Deposit  insurance  premiums  currently  average  23  cents  for  each 
$100  of  deposits. 

Retail  deposits  are  raised  in  small  increments  serviced  through 
relatively  expensive  brick-and-mortar  local  offices. 

Retail  deposits  are  not  always  available;  sometimes  a  competitor 
is  bidding  for  funds  at  rates  that  do  not  make  sense  for  our  institu- 
tion. 
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We  have  antimoney  laundering  and  other  statutes  that  impose  a 
heavy  paperwork  burden  on  our  institutions. 

In  recent  years,  Congress  and  the  regulators  have  imposed  an  in- 
creasingly heavy  regulatory  and  supervisory  burden  on  depository 
institutions.  Studies  and  other  evidence  have  documented  the  enor- 
mous costs  that  we  bear.  Fortunately,  Congress  appears  ready  to 
cut  back  on  many  unnecessary  regulations  as  part  of  the  commu- 
nity development  financial  institutions  legislation.  That  will  be 
much  appreciated.  SCBA  applauds  these  efforts  and  urges  quick 
action  on  the  conference  report. 

Even  after  that  bill  is  signed,  the  Farm  Credit  System  will  still 
have  substantial  regulatory  advantages.  For  example,  it  is  exempt 
from  the  Community  Reinvestment  Act  and  does  not  have  to  com- 
ply with  the  Truth-in  Savings  Act.  The  advantages  that  the  Farm 
Credit  System  enjoys  are  part  of  a  bargain:  In  return,  the  System 
was  established  to  provide  credit  for  farmers  and  ranchers  who 
might  otherwise  not  be  served. 

H.R.  4129  would  seriously  undermine  that  bargain.  For  example, 
increasing  the  System's  power  to  make  home  loans,  including  home 
equity  loans,  would  decrease  its  ability  to  directly  serve  the  agricul- 
tural needs  of  farmers  and  ranchers. 

Much  of  the  new  lending  would  likely  go  to  the  strongest  borrow- 
ers who  could  otherwise  qualify  for  private  loans.  By  supporting 
H.R.  4129,  the  Farm  Credit  System  is  asking  Congress  to  help  it 
accelerate  the  shift  away  from  its  historic  mission. 

We  recommend  that,  instead.  Congress  direct  the  System  to 
refocus  its  efforts  on  farmers  and  ranchers  who  find  it  difficult  to 
obtain  financing.  Otherwise,  the  System  cannot  justify  the  substan- 
tial advantages  it  enjoys  as  a  Grovemment-sponsored  enterprise.  If 
the  System  expands  into  new  areas  it  should  shed  its  advantages 
and  live  under  the  same  conditions  as  depository  institutions. 

Banks  and  thrifts  have  emerged  from  the  1980's  in  strong  condi- 
tion. Thousands  of  thrifts  and  commercial  banks  are  ready  and 
willing  to  originate  home  mortgages  for  credit  worthy  borrowers. 
The  supporters  of  H.R.  4129  have  not  shown  that  there  is  a  short- 
age of  credit  for  these  borrowers. 

Some  argue  that  the  Farm  Credit  System  must  diversify  in  order 
to  serve  its  primary  mission.  SCBA  believes  the  bill  would  under- 
mine, not  enhance,  the  System's  commitment  to  agricultural  lend- 
ing. It  makes  sense  for  a  private  firm  to  diversify  when  it  fmds  its 
primary  product  is  diminishing.  A  Government-sponsored  enter- 
prise like  the  Farm  Credit  System  should  have  different  require- 
ments. Its  primary  mission  is  to  serve  agriculture,  not  to  diversify 
in  order  to  maximize  profit. 

SCBA  believes  that  the  question  posed  by  H.R.  4129 — ^what  "new 
powers"  does  the  System  "need"  at  this  time — is  the  wrong  one.  In- 
stead, Congress  should  examine  the  needs  of  rural  America  and  at- 
tempt to  meet  them.  Perhaps  the  Farm  Credit  System  could  con- 
tribute to  this  effort,  perhaps  not. 

In  conclusion,  SCBA  urges  you  to  reject  H.R.  4129.  It  would  per- 
mit the  Farm  Credit  System  to  drastically  expand  into  areas  al- 
ready served  by  thrifts,  banks,  and  other  private  lenders.  This 
would  result  in  unfair  competition  and  divert  the  System  from  its 
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mission.  We  urge  Congress  to  concentrate  on  rural  needs,  not  pass 
legislation  designed  to  meet  the  needs  of  the  Farm  Credit  System. 

[The  prepared  statement  of  Mr.  Anderson  appears  at  the  conclu- 
sion of  the  hearing.] 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  Johnson.  Thank  you,  Mr.  Anderson.  I  would  just  observe 
that  I  do,  and  I  think  most  of  the  members  of  this  subcommittee, 
support  the  ongoing  efforts  to  cut  some  of  the  regulatory  under- 
brush that  has  grown  up  around  the  banking  industry.  We  hope  we 
have  a  successful  conference  committee  in  that  regard.  I  think 
those  of  us,  as  well,  support  what  we  can  with  the  Federal  Crop 
Insurance  Corporation  and  the  Farmers  Home  and  RDA  efforts. 
They  have  an  important  and  vital  role  to  play  in  rural  develop- 
ment. 

However,  they  depend  on  public  tax  dollars.  Those,  as  you  know, 
are  becoming  harder  and  harder  for  us  to  come  by  as  well.  So  there 
is  a  renewed  interest,  I  think,  on  the  part  of  a  great  many  Mem- 
bers about  what  we  can  do  to  bring  more  private  money  to  bear  in 
rural  America.  That  is  why  we  are  caught  up  in  this  debate. 

A  couple  of  my  questions  directed  to  the  Farm  Credit  System 
were  sort  of  in  the  nature  of  a  devil's  advocate.  I  will  take  the  same 
tack  with  the  banking  industry.  There  are  a  number  of  Members 
of  Congress  who  do  not  lie  awake  nights  worrying  a  whole  lot  about 
banking  institutions  or  farm  credit  institutions.  Their  only  real  con- 
cern is  maximizing  the  availability  of  affordable  credit  in  rural 
areas.  That  is  really  what  they  are  there  for.  That  is  the  policy  goal 
that  they  have  in  mind. 

For  those  people,  how  would  you  respond  to  a  position  that  they 
might  take  that  broadening  the  scope  of  farm  credits  lending  au- 
thority simply  creates  more  competition  in  one  way  or  the  other 
gets  more  capital  at  probably  a  lower  interest  rate  to  a  lot  of  dif- 
ferent purposes  into  rural  America?  How  would  you  respond  to  that 
comment  or  question? 

Mr.  Plagge.  I  might  go  ahead  and  respond  to  that,  if  I  could, 
please. 

I  guess  the  part  of  the  frustration  that  we  have  with  this  bill  is 
it  just  precludes  from  the  argument  what  is  farm  credit  doing 
today  within  their  current  charters.  The  percentages  were  men- 
tioned before,  what  they  have  in  rural  housing,  in  agricultural 
business.  They  are  very  small. 

Why  are  we  talking  about  expanding  those  percentages  when 
they  have  not  yet  met  the  ones  that  they  have?  Communities  I 
have  served — I  recently  moved  in  the  last  6  months  so  I  will  speak 
as  much  from  the  community  I  came  from  as  the  community  I  am 
in  today.  Who  wouldn't  want  to  be  in  a  monopolization  of  20,000 
people? 

It  is  an  easy  community  to  provide  credit  to,  typically  the  infra- 
structures are  better  and  so  forth.  The  real  need  is  those  smaller 
communities,  those  that  the  Farm  Credit  System  currently  has 
charters  to  serve. 

In  terms  of  partnerships,  if  you  look  at  the  legislation  that  is  in 
front  of  us,  this  doesn't  build  partnerships.  It  grabs  a  broader  share 
of  the  business.  Farm  credit  today  for  those  districts  that  have 
used  the  housing  portfolio  they  have  charter  for,  they  have  avenues 
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to  move  that  into  the  secondary  market  through  FarmerMac  and 
perhaps  they  need  to  do  that  and  then  they  can  reload  and  make 
more  rural  housing  loans  within  the  districts  that  they  have. 

So  our  focus  is  the  same,  but  the  focus  that  we  would  like  to 
make  is  the  rural  development  focus  instead  of  the  Farm  Credit 
focus.  As  I  look  at  the  area  I  am  in  today,  in  fact  we  just  had  a 
first  time  homebuyers  seminar  earlier  this  week  in  our  community. 
We  talked  about  14  different  programs  that  are  available. 

The  real  need  that  comes  across  in  those  meetings  are  those  peo- 
ple that  lack  the  down  payments  or  have  a  very  minimal  down  pay- 
ment. The  issues  we  are  talking  about  with  farm  credit  today 
doesn't  necessarily  reach  those  needs.  They  have  those  powers 
today  in  those  smaller  communities  to  design  programs  if  they 
want  to  help  with  that  particular  need. 

Our  thrust  is  let's  look  at  the  existing  programs  that  we  talked 
about  the  other  night  at  our  housing  program  meeting  and  find 
ways  to  get  more  funding  to  them,  find  ways  to  better  facilitate 
them  so  that  the  commercial  sector,  the  private  sector  out  there 
today  can  facilitate  those,  because  they  have  become  a  big  part  of 
our  portfolio. 

We  are  a  user  of  the  rural  farming  programs  through  Farmers 
Home,  all  the  avenues  out  there  that  reach  the  people  without  the 
down  payment.  In  terms  of  the  whole  issue,  we  would  like  to  make 
it  a  rural  development  issue  rather  than  a  farm  credit  issue. 

Mr.  Johnson.  Mr.  Hart. 

Mr.  Hart.  With  regard  to  credit  in  rural  areas,  I  heard  they 
would  like  to  get  in  the  infrastructure  real  towns,  sewer,  water, 
electrical.  I  think  the  GAO  report  indicated— that  I  had  in  my  re- 
port— that  there  is  a  need  in  some  places  for  that,  but  the  reason 
there  is  a  need  for  it,  they  are  not  feasible.  If  they  are  not  feasible, 
you  mean  farm  credit  will  make  loans  they  will  not  pay  back  and 
have  a  repeat  of  what  has  happened  before? 

The— IBAA,  the  ABA  worked  together  with  Farm  Credit  to  form 
FarmerMac.  I  serve  on  the  rural  agriculture  committee.  Two  of  our 
committee  were  very  active  in  forming  FarmerMac.  Every  step  of 
the  way  the  Farm  Credit  Association  fought  everything  we  tried  to 
do.  Why?  Because  they  were  afraid  of  the  competition  because  we 
would  be  able  to  start  making  long-term  land  loans  like  they  were. 
They  didn't  like  that  competition  at  all.  They  still  fight  it. 

To  give  you  a  prime  example  of  something  in  our  town  of  1,600, 
we  built  a  new  high  school,  recently  completed  it.  To  try  to  save 
taxpayers  money  and  go  ahead  without  having  to  vote  a  bond  issue, 
we  had  a  major  fundraising  drive  which  I  served  as  cochairman  on. 
Our  bank  gave  $25,000  to  that  fundraising  drive.  Our  competitor 
bank  across  the  street  gave  $25,000.  I  gave  $5,000.  Several  of  our 
employees  gave  $1  thousand.  The  same  thing  across  the  street. 

We  never  heard  a  word  from  the  Farm  Credit  System.  Are  we 
therefore  to  help  the  property  taxpayers  building  that  school? 
Never  heard  a  word  out  of  them.  They  sure  like  to  get  business. 
Try  to  help  the  community  in  a  donation,  they  are  not  there.  I  live 
in  that  town.  My  whole  life  is  in  that  bank  and  town.  That  is  where 
my  interests  are.  I  worry  about  it.  Farm  Credit  has  an  office  there, 
but  if  Miller,  South  Dakota,  dies,  they  don't  care. 


73 

Mr.  Anderson.  Mr.  Chairman,  I  would  like  to  say  in  response  to 
your  question  about  competition,  that  the  issue  is  not  really  com- 
petition alone.  The  issue  has  to  do  with  the  source  of  funds  from 
which  this  competition  is  coming  and  the  regulatory  advantages 
that  they  have. 

Mr.  Johnson.  Again,  I  am  going  to  honor  my  own  time  limita- 
tions here;  but  I  would  have  to  comment  that  I  am  hopeful  that  the 
ongoing  discussions  that  the  ABA  and  other  banking  organizations 
are  having  with  the  various  lending  institutions  and  the  Farm 
Credit  System  proceed  on  in  good  faith  and  that  we  actually'  do, 
or  you  actually  do,  come  up  with  at  least  some  areas  of  consensus. 
But  I  appreciate  that  each  side  thinks  the  other  is  afraid  of  com- 
petition, I  guess  that  is  the  perspective. 

I  understand  both  perspectives  on  that. 

I  recognize  Mr.  Lucas. 

Mr.  Lucas.  No  questions,  Mr.  Chairman.  " 

Mr.  Johnson.  Mrs.  Clayton. 

Mrs.  Clayton.  Thank  you.  I  want  to  thank  the  panelists  for 
their  thoughtful  testimony.  Much  of  the  testimony  is  well-thought 
out.  I  want  to  also  acknowledge,  as  indicated,  there  has  begun  a 
dialog  that  apparently  had  been  planned  before  the  introduction  of 
this  legislation;  that  they  have  had  a  couple  of  meetings.  I,  too, 
want  to  support  that.  I  feel  that  that  is  in  the  best  interests  of  that 
area. 

Mr.  Hart,  I  also  appreciate  you  referencing  the  GAO.  I  pulled  the 
entire  paper  you  referenced  just  to  have  it  clear. 

Mr.  Chairman,  I  ask  permission  to  put  that  into  the  record  as 
it  is  stated. 

Mr.  Johnson.  Without  objection. 

[The  information  follows:] 
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Chapter  3 

Loan  Pricing  and  Competition  Among 

Agricultural  Lenders 


Cost  of  funds.  For  System  institutions,  this  is  the  rate  they  must  pay  on  the 

bonds  they  issue  in  the  national  capital  markets.  For  commercial  banks, 

the  cost  of  funds  depends  largely  on  what  they  must  pay  to  attract 

deposits. 

Operating  and  overhead  costs.  These  are  the  costs  incurred  in  making  and 

servicing  loans  and  the  overhead  associated  with  running  a  Hnancial 

institution. 

Profit  margins.  To  obtain  capital,  profit  margins  on  loans  must  be 

sufficient  to  offer  stockholders  the  prospect  of  an  acceptable  rate  of 

return  on  their  investment. 

Precise  comparisons  of  the  costs  various  agricultural  lenders  incur  are 
problematic.  For  one  thing,  lenders'  records  do  not  isolate  how  much 
servicing  particular  loans  or  types  of  loans  costs  them.  We  can,  however, 
identify  areas  where  evidence  suggests  that  cost  differentials  exist 


Cost  of  Funds  There  is  evidence  that  the  System's  gse  status,  with  access  to  national 

coital  markets,  eiffords  a  competitive  advantage  in  raising  funds  for 
long-term  lending.  Long-term  debt  issued  by  System  baiJcs  and  insured  by 
Fcsic  sells  at  rates  comparable  to  debt  issued  by  AAA-rated  firms — a  credit 
rating  that  only  one  U.S.  commercial  bank  currently  eryoys.  In  fact,  most 
commercial  banks  lending  to  farmers  do  not  have  direct  access  to 
long-term  funds.^  This  advantage  probably  accounts  for  the  System's    . 
dominance  in  the  market  for  farm  mortgages.  While  the  System  has  a  cost 
advantage  over  commercial  banks  in  raising  long-term  funds,  that 
advantage  does  not  extend  to  life  insurance  companies.  Premium  income 
provides  life  insurers  with  long-term  funds  that  have  enabled  them  to 
capture  13  percent  of  the  market  for  farm  mortgages. 
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On  the  other  hand,  the  System  does  not  appear  to  have  any  advantage  owr 
commercial  banks  in  obtaining  short-term  funds.  If  we  use  the  weighted 
average  of  rates  on  savings  accounts  and  certificates  of  deposit  to  measurr 
their  cost  of  funds,  then  commercial  banks'  cost  of  fiinds  are  low.  Bank 
rates  on  federally  insured  savings  accounts  and  certificates  of  deposit  are 
usually  lower  than  rates  on  short-term  Treasury  bills,  while  the  System 
typically  issues  short-term  bonds  and  notes  at  rates  above  those  on 

'CommerdaJ  ban  is  have  some  indirect  access  to  long-term  funds  for  agricultural  lending  through 
System  banks  and  Farmer  Mac  For  example,  cotrunercial  banks  that  laclt  sufficient  funds  to  meet 
demand  for  farm  loar\s  can  "discount"  or  sell  such  loar\s  to  System  banks  or  borrow  from  the  FCB*  hi< ' 
as  associations  do.  Few  of  them  choose  to  exercise  this  option,  however  One  of  the  purposes  of 
establishing  Farmer  Mac  in  1988  was  to  enable  commercial  banks  to  offer  long-term  mortgages  by 
promoting  the  development  of  a  secondary  market  for  the  sale  of  agriculture  real  estate  and  rural 
housii\g  loans.  Farmer  Mac  does  not  yet  play  a  rrugor  role  in  agricultural  credit 
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Chapter  3 

Loan  Pricing  and  Competition  Among 

Agricultural  Lenders 


Treasury  bills.  Market  share  evidence  supports  this  view.  At  the  end  of 
1991,  commercial  banks  made  50  percent  of  farm  operating  loans,  while 
System  institutions  accounted  for  only  15  percent. 

'i>i*rating  Costs  in  addition  to  the  cost  of  funds,  agricultural  lenders  incur  many  other 

costs  in  operating  a  financial  institution.  For  example,  a  lender  must 
assess  a  borrower's  creditworthiness,  process  loan  payments,  and  update 
information  about  the  borrower's  business  over  the  life  of  the  loan. 
Lenders  also  incur  fixed  costs  for  buildings,  licenses,  examinations  by 
regulators,  etc. 

Differences  in  structure,  charter,  and  regulatory  requirements  for  the 
System  and  commercial  banks  make  direct  comparisons  problematic.  For 
example,  both  System  institutions  and  commercial  banks  must  now  pay 
insurance  premiums.  Since  System  institutions  pay  FCSic  a  premium  of  15 
basis  points  on  accruing  loans  and  commercial  banks  pay  the  Federal 
Deposit  Insurance  Corporation,  on  average,  25.4  basis  points  on  domestic 
deposits.  System  institutions  would  appear  to  have  lower  insurance  costs. 
However,  the  commercial  banks  that  raise  large  amounts  of  funds  through 
foreign  deposits  or  other  sources  (primarily  large  banks)  pay  less  per 
dollar  of  assets  for  insurance  than  System  institutions  of  the  s£tme  size.'" 

Likewise,  while  fca  and  commercial  bank  regulation  is  similar,  the 
regulatory  burdens  are  not  identical.  For  example.  System  institutions  are 
expected  to  lend  to  all  eligible  farmers  as  well  as  comply  with  Vcuious 
state  and  certain  unique  federal  borrower  rights  laws  that  apply  to 
fiirmers.  On  the  other  hand,  commercial  banks  must  meet  the 
requirements  of  the  Community  Reinvestment  Act  of  1977  (P.L.  95-128,  91 
Stat.  1 147).  This  law  is  designed  to  encourage  banks  to  help  meet  the 
credit  needs  of  their  local  communities  in  which  they  are  chartered, 
consistent  with  safe  and  sound  operations.  Commercial  banks  receive  and 
must  disclose  rsitings  on  how  well  they  fulfill  these  objectives. 

Our  review  of  the  handful  of  studies  comparing  the  operating  costs  of 
System  institutions  and  commercial  banks  did  not  permit  any  strong 
conclusions.  However,  the  limited  evidence  available  suggests  that  a 
lender's  size  is  more  important  than  its  charter.  Some  studies  suggest  that 


'"Loans  comprise  more  than  80  percent  of  assets  at  most  System  institutions,  while  domestic  deposits 
equate  to,  on  average,  just  over  50  percent  of  assets  for  all  commercial  banks.  However,  this 
percentage  is  much  higher  for  small  banks  (about  90  percent  for  banks  with  total  assets  of  less  than 
$26  million)  than  for  large  ones. 


Page  61  GAO/GGD-94-39  Farm  Credit  Sjntem 


77 

Mrs.  Clayton.  You  extracted  from  that  obviously  as  we  all  do  to 
support  our  position,  but  I  just  submit  to  you  it  was  an  incomplete 
statement,  so  I  would  want  the  GAO  record  to  be  put  in  in  its  en- 
tirety to  reflect  as  they  were  not  only  talking  about  costs  but  talk- 
ing about  a  variety  of  things,  insurance  as  well.  Of  course,  your 
quotation  cut  short  of,  I  guess,  consisting  with  your  thought  in 
that.  I  just  want  to  suggest  that  I  don't  know  your  community.  But 
I  would  hope  that  in  your  individual  community,  that  you  are  find- 
ing that  credit  is  there  and  they  are  lending  money  to  banks. 

Are  you  suggesting  they  are  not  lending  money  to  farmers? 

Mr.  Hart.  No.  They  are  lending  money  to  farmers. 

Mrs.  Clayton.  I  thought  I  understood  they  were  not  meeting 
their  original  mission  and  that  there  was  some  problems  in  the 
original  missions. 

Mr.  Hart.  I  just  brought  up  a  point  they  talked  about  the  avail- 
ability of  credit  and  helping  rural  America.  They  were  not  there  to 
help  us  when  we  tried  to  raise  money  to  build  our  new  school. 

Mrs.  Clayton.  I  think  that  that  is  unfortunate.  I  cannot  com- 
ment on  that. 

Mr.  Hart.  So  do  I. 

Mrs.  Clayton.  I  couldn't  suggest  anything  to  the  contrary  of 
that.  I  think  the  Farm  Credit  System  will  talk  to  the  bankers  in 
their  community.  I  get  the  impression  that  the  banking  commu- 
nity's suggestion  that  for  the  Farm  Credit  System  to  now  consider 
a  larger  scope  is  at  the  detriment  and  the  direct  decision  to  drop 
farmers?  They  will  no  longer  lend  money  to  farmers?  Is  there  any 
evidence  that  they  are  refusing  to  lend  money  to  farmers? 

Mr.  Hart.  I  don't  think  that  is  the  problem.  The  problem  is  ex- 
panding their  powers  and  going  into  other  lines  of  lending  that 
they  are  not  authorized  to  do  at  the  present  time.  We  don't  feel 
there  is  a  lack  of  capital  out  there;  the  availability  of  capital  is 
there.  It  is  availability  to  repay  the  capital.  That  is  the  problem. 

Mrs.  Clayton.  I  think  that  that  probably  is  indeed  subjected  to 
a  difference  of  opinion.  The  need  for  available,  affordable  capital 
has  been  evidenced  obviously  by  evidence  rather  than  demand 
analysis.  Bankers  have  told  me  often,  as  I  indicated  in  my  testi- 
mony, I  am  not  unfamiliar  with  bankers. 

They  have  always  told  me  to  get  the  deals;  that  I  would  push 
them  to  do  activities  in  the  communities.  We  are  ready.  In  fact,  to 
emphasize  that  point,  a  couple  of  my  bankers — my  husband,  who 
is  an  attorney,  called  him,  to  make  sure  I  knew  through  him  they 
were  lending  money  to  everybody  in  my  community.  I  understand 
that. 

But  at  the  same  time,  there  is  a  gap  in  terms  of  developmental 
funds.  I  am  not  talking  about  just  the  equity  position.  Again,  I  do 
know  that  there  is  a  need  for  start-up  capital  that  will  allow  a 
young  farmer  or  a  young  business  person  to  go  ahead.  That  is  more 
risky  than  indeed  if  someone  has  not  been  in  business.  But  even 
for  the  expansion  of  people  who  already  are  in  business,  the  expan- 
sion of  a  farmer  outside  of  a  farming  community,  where  there  is 
a  track  record,  where  there  is  indeed  a  track  record,  there  is  a  gap 
for  that  kind  of  funding. 

Mr.  Hart.  Congresswoman,  may  I  refer  back  to  what  the  gen- 
tleman said  talking  about  the  fair  loan  value.  He  said  in  the  early 
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sixties  they  had  20  percent  of  the  agricultural  credit  in  the  United 
States.  In  the  1980's,  they  were  up  to  32  percent  when  the  bottom 
fell  out. 

Why  did  they  get  so  high  and  why  did  the  bottom  fall  out?  They 
were  doing  lending  that  was  not  bankable.  There  was  no  cash  flow. 
Inflation  was  going  to  keep  up.  That  is  what  caused  the  bottom  to 
fall  out  in  1982.  They  created  that  problem. 

Mrs.  Clayton.  I  cannot  ignore  there  was  indeed  some  trouble  at 
times  in  the  eighties  for  the  Farm  Credit  System.  I  also  know  there 
was  trouble  in  times  for  the  bankers  in  the  average  community 
during  the  same  time  as  there  was  for  savings  and  loans  during 
the  same  time,  simply  because  the  interest  of  loans  went  up  and 
you  sitting  holding  portfolios  that  had  lower  interest  and  the  cap- 
ital, you  are  right,  the  capital  flow  didn't  support  that.  But  that  did 
not  hit — it  hit  all  the  lending  institutions  the  very  same  way. 

Mr.  Hart.  I  know  about  other  parts  in  the  country,  but  in  our 
area,  the  Farm  Credit  System  pushed  up  the  land  values  because 
they  were  lending  on  land  that  would  not  pay  for  itself,  lending 
capital  for  people  to  buy  life  stock.  They  were  using  the  averaging 
theory.  This  land  cost  $100,  this  land  costs  $400,  there  is  $250  av- 
erage. It  will  pay  for  itself.  But  the  land  by  itself  would  not  pay 
for  itself.  They  were  very  aggressive  making  loans  like  that  in  our 
area. 

Mrs.  Clayton.  I  think  you  heard  the  testimony  of  the  adminis- 
trator and  the  corporation  that  the  situation  that  was  referred  to 
in  1970,  that  has  now  been  rectified.  They  are  moving  on  a  sov- 
ereign basis.  I  think  you  would  also  recognize  that  the  banking 
community  is  a  little  more  sovereign  in  1992  and  1993  than  1991 
and  1990;  savings  and  loans,  the  same  way. 

Mr.  Anderson.  Ma'am,  I  would  like  to  respond  to  that. 

Mrs.  Clayton.  Sure. 

Mr.  Anderson.  The  fact  that  they  are  moving  in  a  more  careful 
manner  does  indicate  that  they  possibly  are  more  fully  scrutinizing 
their  applicants,  too,  to  be  sure  that  they  are  much  more  credit- 
worthy so  they  will  not  get  in  a  situation  they  were  in.  That  is  the 
way  all  of  us  are  operating,  except  I  want  to  point  out  that  it  is 
not  hard  to  come  up  here,  as  a  previous  witness  commented  and 
brought  specific  incidents  of  a  denied  loan  by  some  bank  some- 
where. We  deny  loans  lots  of  times  because  of  the  borrowers'  credit- 
worthiness. I  think  the  whole  thing  is  you  have  to  sit  in  on  a  panel 
of  a  loan  committee  before  you  could  even  begin  to  determine  the 
merit  of  whether  that  loan  should  have  been  made  or  not;  not  just 
cite  an  incident,  hey,  they  didn't  make  this  loan. 

Mr.  Plagge.  May  I  also  comment  on  that? 

We  have  had  a  lot  of  discussions.  We  met  several  times  with  the 
Farm  Credit  System.  It  is  an  interesting  discussion.  Quite  hon- 
estly, I  met  great  people  in  the  System;  were  I  in  opposition  to  this 
bill.  Unfortunately,  in  some  degree  this  bill  kind  of  led  the  agenda. 
Maybe  we  didn't  get  as  broad  as  we  could  have  because  of  the  bill 
being  there.  But,  in  terms  of  gaps,  in  terms  of  rural  development, 
we  don't  question  there  is  gaps  out  there.  Some  are  equity  gaps. 

There  may  be  debt  gaps  that  are  occurring  in  parts  of  the  coun- 
try I  am  not  aware  of.  But  in  terms  of  getting  money  out  into  rural 
America,  I  look  at  the  farm  credit's  current  charter  authority. 
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Just  think  how  much  money  would  be  out  there  if  they  utilized 
the  charter  authority  that  they  currently  have  today  for  the  2,500 
population  towns,  for  the  agricultural-related  businesses  that  he 
can  finance  today.  I  guess  instead,  I  guess  what  we  are  saying  in- 
stead of  looking  to  where  they  can  go,  let's  look  at  where  they  are 
today  and  what  kind  of  money  that  would  pour  out  into  rural 
America  if  they  just  emphasized  those  programs  harder;  and  let's 
say  they  have  a  great  deal  of  success  with  that  and  all  of  a  sudden 
they  are  up  to  their  15  percent  cap,  then  look  for  partnerships. 
They  can  pull  those  loans,  use  FarmerMac. 

Do  all  sorts  of  things  to  again  open  up  their  avenues  even  if  they 
reach  those  limits  to  be  able  to  make  more  loans.  When  I  make  a 
loan  in  Waverly,  Iowa,  in  housing  I  have  15  people  behind  me  that 
would  make  it  as  well;  credit  unions,  banks,  savings  and  loans. 

When  I  make  a  loan  in  Janesville,  Iowa,  population  800,  there 
are  not  very  many  people  lined  up.  Those  are  the  communities  that 
farm  credit  can  serve  today;  and  yet  I  have  never  in  the  17  years 
I  have  been  in  banking,  mostly  over  in  the  Webster  City,  Iowa,  I 
never  competed  against  the  Farm  Credit  System  in  those  small 
towns. 

In  some  districts  I  know  they  push  that  a  lot  harder.  They  have 
been  very  successful.  I  congratulate  them.  Instead  of  tr3dng  to  ex- 
pand the  whole  system,  where  can  they  partner  up  at  that  point, 
utilize  the  FarmerMac,  utilize  pooling  techniques  to  put  some  of 
those  off  into  the  secondary  markets  so  they  can  make  additional 
loans  again  within  the  charter  authority  they  have  today. 

So  I  talk  in  terms  of  more  of  what  they  can  do  today  and  what 
that  would  mean  in  itself  if  they  were  to  do  it  into  rural  develop- 
ment and  opposed  to  going  beyond  those  authorities  and  expanding 
the  GSE  status. 

Mrs.  Clayton.  Mr.  Chairman,  I  will  be  very  brief. 

The  size  of  the  geography  is  not  the  extent  of  the  modification 
of  the  loan  here.  Obviously,  it  did  go  from  2,500  to  20,000.  That  is 
consistent  with  Farmers  Home.  It  is  also  to  allow  the  Farm  Credit 
System  to  lend  where  there  is  credit  needs  outside  of  the  farm  it- 
self rather  than  is  in  that  2,500  possibility. 

So  I  don't  suggest  that  they  are  just  moving  to  larger  towns. 
They  also  are  moving  to  other  areas  to  make  money  available  in 
rural  areas.  It  wouldn't  be  just  limited  to  farming. 

Again  I  appreciate  all  of  your  thoughtful  testimony  and  encour- 
age that  there  is  continuous  dialog.  Hopefully  the  two  lending  insti- 
tutions can  see  themselves  as  partners  for  rural  America  and  not 
necessarily  as  adversaries  or  competitors  all  the  time.  I  am  not 
sure  competition  is  bad.  Certainly,  if  you  can  see  yourselves  work- 
ing together,  it  would  serve  rural  America  better. 

Thank  you,  Mr.  Chairman. 

Mr.  Johnson.  Thank  you.  I  thank  the  members  of  this  panel. 

Mr.  Lucas. 

Mr.  Lucas.  Just  a  quick  comment,  Mr.  Chairman. 

Thinking  of  the  comments  here  made  about  some  of  the  strains 
that  the  various  institutions  went  through  in  the  eighties.  Coming 
from  Oklahoma,  my  perspective  is  Oklahoma  in  nature.  We  went 
through  a  period  of  time  when  not  only  farm  credit  but  the  private 
banking  industry  almost  completely  melted  down  in  my  State. 
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I  think  it  would  be  fair  to  say  we  all  enjoyed  out  there  those  fine 
days  after  the  interest  rate  limitations  were  taken  off  in  the 
eighties  and  we  could  charge  17,  18  percent  on  operating  loans  just 
as  consumers  could  receive  13,  14,  15  percent  on  their  super  NOW 
accounts. 

We  set  in  chain  a  motion  of  events  where  between  the  high  inter- 
est rates,  declining  energy  prices,  declining  agricultural  prices, 
where  we  almost  lost  the  whole  ball  of  wax.  I  think  of  the  State 
legislature  meeting  in  the  early  eighties  having  traditionally  been 
a  unit  banking  State  when  they  met  almost  one  night  to  make  it 
possible  to  allow  branching  to  save  some  institutions,  just  as,  of 
course.  Congress  had  to  come  riding  in  to  save  the  Farm  Credit 
System. 

So  from  my  perspective  in  my  State,  everybody  went  through 
that  period  of  time.  Almost  everybody  lost  their  ball  of  wax,  so  to 
speak.  Thank  you,  Mr.  Chairman. 

Mr.  Johnson.  Thank  you,  Mr.  Lucas. 

Again,  I  am  hopeful  that  there  is  an  ongoing  good  faith  effort  and 
as  much  common  ground.  Obviously,  both  banks  and  the  Farm 
Credit  System  stand  to  gain  from  a  more  prosperous  rural  America. 
A  rising  tide  will  lift  both  boats. 

The  next  panel  is  Mr.  Keith  Eastland,  president  of  the  Farmers 
Feed  &  Grain  Company  Inc.  of  Riceville,  Iowa;  Mr.  Moises  Loza, 
executive  director.  Housing  Assistance  Council,  Inc.,  Washington, 
DC;  and  Mr.  James  P.  Green,  executive  director.  North  Carolina 
Coalition  of  Farm  and  Rural  Families,  Durham,  North  Carolina. 

Welcome.  The  Chair  appreciates  your  willingness  to  contribute  to 
what  has  been  an  interesting  and  I  think  very  valuable  exchange 
of  ideas  centered  around  Mrs.  Clayton's  legislation  today.  I  wel- 
come you  here. 

Because  of  another  commitment,  I  am  going  to  have  to  excuse 
myself  a  bit  earlier  and  I  will  turn  the  chair  over  to  Mrs.  Clayton 
for  the  conclusion  of  the  hearing.  But  I  do  want  to  welcome  all 
three  of  you  and  say  that  as  with  the  other  panel  members,  your 
full  statements  are  received  in  the  record.  You  may  choose  to  sum- 
marize as  you  wish,  proceed  from  there.  Your  full  statements  also 
are  of  the  benefit  for  all  the  members  of  this  subcommittee  and 
their  staffs,  many  of  whom  have  conflicting  things  going  on  at  the 
same  time  today. 

Welcome.  We  begin  with  Mr.  Eastman. 

STATEMENT  OF  KEITH  EASTMAN,  PRESIDENT,  FARMERS  FEED 

&  GRAIN  CO.,  INC. 

Mr.  Eastman.  Good  afternoon,  Mr.  Chairman,  members  of  the 
subcommittee.  My  name  is  Keith  Eastman.  I  am  an 
agribusinessman  from  Riceville,  Iowa,  a  farming  community  of  850 
folks  in  northeast  Iowa.  I  have  come  to  Washington  on  behalf  of 
small,  independent  retail  agribusiness  in  support  of  H.R.  4129,  the 
Rural  Credit  and  Development  Act  of  1994  introduced  by  Congress- 
woman  Clayton. 

Our  family-owned  grain  elevator  provides  crop  inputs  such  as 
fertilizer,  crop  protection  chemicals,  services  and  other  custom  ap- 
plication, feed,  both  in  customer  formula  rations  and  bagged  prod- 
uct, and  grain  storage  and  merchandising  services  for  some  300 
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producers  in  and  around  Riceville.  Although  we  have  seen  a  dedine 
in  the  number  of  farm  supply  firms  in  our  area,  retail  agricultural 
business  remains  a  fiercely  competitive  venture. 

It  is  this  competition  that  makes  your  positive  consideration  of 
H.R.  4129  even  more  important.  As  retail  margins  narrow  and  di- 
rect competition  from  well-financed,  multinational  conglomerates 
expand,  small  independent  farm  supply  firms  like  ours  need  a  sta- 
ble, understanding  financial  partner  to  provide  us  with  advice,  con- 
sultation and,  yes,  operating  capital. 

I  can  think  of  no  better  financial  partner  than  the  Farm  Credit 
System,  an  established,  well-represented  system  that  has  the  de- 
sire, the  financial  ability  and,  most  importantly,  a  professional  staff 
dedicated  to  serving  agriculture. 

I  came  to  this  conclusion  despite  the  fact  that  for  the  past  18 
years,  I  have  been  a  member  of  the  board  of  directors  of  the  First 
State  Bank  of  Riceville.  I  came  to  this  conclusion  despite  the  fact 
that  Farmers  Feed  and  Grain  is  First  State's  largest  customer  and 
we  have  had  few  problems  over  our  34-year  relationship  because 
we  "communicate." 

I  came  to  this  conclusion  despite  the  fact  that  our  seasonal  peak 
credit  needs,  as  much  as  $1.5  million,  are  well-handled  through  our 
overline  relationships. 

I  came  to  this  conclusion  because  I  believe  the  Farm  Credit  Sys- 
tem serves  as  a  valuable  check  and  balance  on  lenders,  both  tradi- 
tional banks  and  the  new  emerging  financing  arms  of  major  agri- 
culture suppliers  and  insurance  companies.  My  customers  appre- 
ciate having  the  stabilizing  influence  of  the  Farm  Credit  System 
actively  operating  in  our  county. 

To  be  arbitrarily  precluded  from  accessing  the  resources  of  the 
Farm  Credit  System  just  because  our  family  derives  the  bulk  of  its 
income  from  the  operation  of  a  farm  supply  firm  is  not,  in  my  opin- 
ion, good  public  policy. 

Without  the  changes  envisioned  in  Representative  Clajrton's  bill, 
we  are  encouraging  young  folks  to  get  involved  in  agriculture,  di- 
versify their  operations,  create  jobs  for  others  in  our  community, 
and  just  when  they  need  the  support  of  the  System  the  most,  we 
cut  them  off. 

This  is  not  the  way  we  sustain  a  profitable  rural  environment. 
The  Farm  Credit  System  is  positioned  to  play  a  key  role  in 
Riceville,  Iowa  if  we  have  the  vision  and  courage  to  let  them  com- 
pete. Let  me  give  you  two  examples. 

Like  many  other  agribusinessmen,  I  serve  our  community  in  pub- 
lic service  responsibilities.  One  of  my  civic  positions  is  on  the  board 
of  trustees  of  the  Mitchell  County  Hospital.  We  are  currently  con- 
sidering a  $3  million  upgrade  to  our  little  facility,  which  will  let  us 
enter  into  a  partnership  with  other  health-care  providers  and  con- 
tinue to  serve  the  outpatient,  emergency  obstetric  and  surgical 
needs  of  rural  residents  in  a  multicounty  area.  The  alternative  is 
to  allow  the  facility  to  deteriorate  and  eventually  close. 

As  we  do  not  wish  to  add  to  the  tax  burden  of  our  residents,  not 
to  mention  the  time  and  expense  involved  in  a  bond  issue,  we  are 
going  to  try  to  finance  this  expansion  with  intermediate  operating 
loans.  If,  allowed  by  statute,  we  envision  asking  the  various  banks 
in  the  county  to  finance  this  project  in  proportion  to  their  deposits 
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in  our  county.  That  means  getting  six  different  banks,  and  more 
importantly  their  regulators,  to  support  this  project.  The  regulatory 
redtape  involved  is  substantial  and  ultimately  will  reflect  in  the 
rates  offered  by  this  potential  consortium  of  local  lenders. 

Wouldn't  it  be  great  if  the  Farm  Credit  System  which  is  charged 
with  helping  farmers  and  ranchers  make  a  living  could  also  play 
a  role  in  helping  to  provide  for  the  upgrading  of  key  rural  infra- 
structure, in  this  case  a  county  hospital,  too? 

I  believe  that  the  members  of  this  subcommittee  can  make  that 
happen. 

The  second  example  I  wish  to  relate  to  you  involves  direct  agri- 
business financing  of  farm  inputs,  seed,  fertilizer,  fuel,  crop  protec- 
tion products  and  livestock  feed.  Many  businesses,  including  ours, 
offer  such  point  of  sale  financing  for  their  customers  on  a  competi- 
tive basis.  For  the  family-owned  operations  like  ours  and  other 
independent  agribusinesses,  the  virtual  sole  source  of  such  point  of 
sale  financing  is  the  major  agricultural  product  suppliers  who  allow 
us  access  to  this  valuable  merchandising  tool  in  return  for  featur- 
ing their  products.  Our  primary  competition,  a  local  cooperative, 
also  offers  such  point  of  sale  financing  sometimes  called  feeder  fi- 
nancing but  through  the  regional  co-ops  funded  by  the  Farm  Credit 
System. 

My  firm  also  belongs  to  a  regional  cooperative,  United  Suppliers, 
headquartered  in  Eldora,  Iowa  and  serving  over  500  independent 
agribusinesses  in  five  Midwest  States.  The  regional  cooperative  has 
attempted  on  seversd  occasions  to  secure  such  point  of  sale  financ- 
ing for  its  local  members  thus  allowing  them  a  level  playing  field 
with  our  cooperative  competition.  However,  because  United  Suppli- 
ers' members  are  independent  agribusinesses — sole  proprietorships, 
partnerships  and  family  corporations — ^they  have  not  been  able  to 
utilize  the  resources  of  the  Farm  Credit  System.  This  despite  the 
fact  that  United  Suppliers  is  a  cooperative  and  the  System  officials 
in  Iowa  wish  to  extend  financing  for  such  a  "point  of  sale"  program 
to  them. 

Both  of  these  examples  are  inequities  that  H.R.  4129  corrects. 

But  aside  from  equity  and  commitment  to  rural  development  is- 
sues, is  the  fact  that  the  Farm  Credit  System  is  staffed — at  least 
at  the  local  level — ^by  true  professionals  who  understand  agri- 
culture. They  understand  that  my  need  for  operating  capital  is  the 
greatest  during  the  winter  months  when  I  must  "carry"  grain  in- 
ventories until  navigation  on  the  river  opens  up,  and  they  under- 
stand what  a  flood  does  to  our  marketing  system.  They  understand 
that  I  have  a  narrow  6-week  window  in  the  spring  to  provide  prod- 
uct and  services  to  my  farm  customers  and  an  equally  hectic  period 
in  the  fall  as  we  harvest  the  fruits  of  our  efforts. 

It  is  because  of  this  understanding  that  these  folks  can  be  count- 
ed on  for  advice  and  counsel.  They  are  not  creatures  of  some  far- 
away bank  holding  company  walking  to  the  beat  of  stockholder  ex- 
pectations. Rather,  they  are  professionals  who  live  with  and  are 
dedicated  to  the  sustainability  of  agriculture. 

It  is  my  sincere  hope  that  this  committee  will  give  positive  con- 
sideration to  H.R.  4129.  I  ask  you  that  as  a  farmer;  as  a  local 
agribusinessman,  bank  director  and  community  leader.  I  know  that 
each  of  you  have  individuals  like  myself  in  your  district.  On  behalf 
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of  them  and  the  producers  and  communities  they  serve,  please 
allow  the  additional  healthy  competition  envisioned  by  this  bill.  It 
is  good  policy  for  rural  America. 

I  thank  you  for  your  time  and  consideration. 
•    [The  prepared  statement  of  Mr.  Eastman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mrs.  Clayton  [assuming  chair].  Next,  Mr.  Loza. 

STATEMENT  OF  MOISES  LOZA,  EXECUTIVE  DIRECTOR, 
HOUSING  ASSISTANCE  COUNCIL 

Mr.  LozA.  Thank  you,  Congresswoman  Clayton.  Obviously  we  are 
very  happy  to  be  here  testifying  on  your  bill  H.R.  4129.  I  represent 
the  Housing  Assistance  Council,  a  nonprofit  organization  that 
works  to  create  more  affordable  housing  throughout  the  rural  Unit- 
ed States. 

My  testimony  focuses  on  the  housing-related  portions  of  H.R. 
4129.  Let  me  state  a  little  about  the  Housing  Assistance  Council 
before  I  go  further,  Congresswoman. 

The  Housing  Assistance  Council  has  been  in  existence  since 
1971.  We  were  created  with  the  mission  of  improving  and  expand- 
ing the  housing  opportunities  for  rural  low-income  families.  Part  of 
the  work  that  the  Housing  Assistance  Council  does  is  to  make 
predevelopment  loans  to  rural  areas  around  the  country. 

Over  our  23-year  history,  we  have  made  about  800  loans  totaling 
about  $46  million  which  we  think  have  assisted  to  create  about 
24,000  housing  units  in  46  States.  The  Housing  Assistance  Council 
supports  H.R.  4129  because  by  reforming  the  Farm  Credit  System, 
it  will  increase  the  total  mortgage  credit  available  in  rural  areas. 

Because  all  the  Housing  Assistance  Council's  work  focuses  on  im- 
proving rural  housing  conditions,  we  are  well  aware  of  the  current 
shortage,  or  what  has  been  referred  to  as  gaps,  of  mortgage  credit 
in  the  rural  areas.  There  are  few  private  mortgage  lending  institu- 
tions in  rural  areas  and  they  have  less  money  to  lend  because  they 
tend  to  invest  more  of  their  funds  in  Federal  securities,  than  their 
metropolitan  counter  parts. 

They  tend  to  participate  less  in  insurance  and  guarantee  pro- 
grams and  in  the  secondary  market  than  the  urban  lenders.  Rural 
residents  who  can  get  mortgage  credit  pay  more  for  it  because  the 
mortgages  available  in  rural  areas  tend  to  have  higher  interest 
rates  and  shorter  amortization  periods  than  those  in  the  cities. 

Mortgage  credit  is  particularly  important  in  rural  areas  because 
the  owner-occupied  single-family  home  is  a  dominant  form  of  hous- 
ing tenure  in  rural  and  nonmetropolitan  areas.  For  example,  in 
1991,  81  percent  of  rural  households  compared  to  58  percent  of 
urban  households  owned  their  own  homes.  According  to  the  1990 
census,  nearly  2  million  rural  households  paid  more  than  30  per- 
cent of  their  income  for  housing. 

So  the  fact  they  are  homeowners  did  not  necessarily  mean  that 
they  are  living  well  or  that  the  wealth  of  their  homeownership  is 
comparable  to  urban  areas.  Not  only  do  rural  households  experi- 
ence housing  affordability  problems,  but  it  has  been  noted  over  the 
years  that  they  also  are  plagued  by  very  serious  housing  quality 
problems. 
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Of  all  the  housing  units  that  are  both  overcrowded  and  lacking 
complete  plumbing,  almost  half  are  in  rural  areas.  Another  prob- 
lem that  could  be  assisted  by  improved  access  to  credit  in  rural 
areas  is  the  growing  discrepancy  between  rural  and  urban  banks. 
Nonmetropolitan  earnings  per  job  have  fallen  in  the  last  several 
years  at  a  greater  rate  than  metro  earnings.  This  affects  the 
nonmetro  population  of  low  and  middle  incomes  placing  more  rural 
residents  at  an  even  greater  disadvantage  in  the  mortgage  market. 

In  addition  to  the  need  to  address  rural  mortgage  credit  needs 
generally,  it  is  appropriate  to  broaden  FCS's  service  area  beyond 
its  initial  agricultural  focus  because  agriculture  is  no  longer  the 
dominant  force  it  was  in  rural  America  when  the  FCS  was  created. 

Farmers  Home  Administration  fills  some  of  the  need  for  mort- 
gage credit  in  rural  areas,  but  clearly  the  Farmers  Home  Adminis- 
tration does  not  serve  the  moderate  income  persons  who  cannot 
currently  obtain  financing  because  of  the  lack  of  credit  in  rural 
areas  and  who  would  most  likely  benefit  from  H.R.  4129's  reform 
of  the  Farm  Credit  System.  The  Housing  Assistance  Council  urges 
the  subcommittee  to  remember  those  who  have  the  greatest  need 
for  expanded  credit:  People  with  lower  incomes  and  people  in  rel- 
atively remote  rural  areas. 

The  Farm  Credit  System  is  not  intended  to  provide  deep  sub- 
sidies for  very  low  income  persons  or  those  with  past  credit  prob- 
lems, but  the  bill  is  intended  to  make  credit  accessible  to  some  of 
those  for  whom  it  is  not  presently  available.  This  bill's  reforms 
should  be  implemented  with  an  awareness  of  the  special  needs  of 
lower  income  persons. 

Also,  the  bill's  increase  in  the  size  of  small  cities  served  by  the 
FCS  should  not  be  interpreted  as  a  shift  toward  suburban  or 
exurban  areas.  Instead,  we  urge  the  subcommittee  and  the  FCS  to 
focus  on  the  fact  that  towns  of  10,000  to  19,000  located  far  from 
major  metropolitan  areas  are  very  different  from  and  have  much 
greater  mortgage  credit  needs  than  most  municipalities  of  the  same 
size  located  close  to  the  large  cities. 

In  summation,  Mrs.  Clayton,  broadening  the  geographic  areas 
and  the  populations  served  by  the  Farm  Credit  System  is  a  useful 
step  in  the  right  direction.  The  changes  that  would  be  instituted  by 
H.R.  4129  will  increase  the  mortgage  credit  available  to  rural  fami- 
lies to  purchase  their  own  homes  and  to  use  the  equity  they  have 
accumulated  in  their  homes  over  the  years. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Loza  appears  at  the  conclusion 
of  the  hearing.] 

Mrs.  Clayton.  Thank  you.  Next,  Mr.  Green. 

STATEMENT  OF  JAMES  P.  GREEN,  JR.,  EXECUTIVE  DIRECTOR, 
NORTH  CAROLINA  COALITION  OF  FARM  AND  RURAL  FAMI- 
LIES, INC. 

Mr.  Green.  Congresswoman  Clayton,  I  am  James  Green,  execu- 
tive director  of  the  North  Carolina  Coalition  of  Farm  and  Rural 
Families.  We  would  like  to  thank  you  for  giving  us  the  opportunity 
to  present  a  full  written  statement  on  the  Rural  Credit  and  Devel- 
opment Act  of  1994.  I  will  summarize  that  statement. 
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The  North  CaroUna  CoaUtion  of  Farm  and  Rural  FamiUes  is  a 
tax-exempt,  statewide,  nonprofit  organization  that  was  organized 
in  1987.  As  a  community-based  organization,  the  coalition  is  dedi- 
cated to  promoting  self-help  economic  development  in  rural  North 
Carolina  by  offering  financial,  technical,  and  marketing  assistance 
to  minority  and  limited  resource  farmers  across  the  State. 

As  the  future  of  tobacco  in  North  Carolina  is  increasingly  called 
into  question,  the  coalition  has  concentrated  on  developing  opportu- 
nities for  constituent  farmers  to  diversify  into  producing  profitable 
alternative  crops.  In  the  area  of  financial  assistance,  the  coalition 
has  established  a  small  revolving  loan  fund  to  make  operating  and 
small  equipment  loans  available  to  farmers,  who  would  not  other- 
wise have  access  to  credit. 

So  we  are  in  that  regard  somewhat  familiar  with  the  needs  of 
our  constituent  farmers  in  terms  of  credit.  The  coalition  has  also 
been  successful  in  developing  new  markets  for  small  producers  of 
fruits,  vegetables,  and  other  alternative  crops.  The  coalition  on  be- 
half of  these  farmers  now  ships  produce  to  outlets  across  the  State 
of  North  Carolina  and  up  and  down  the  eastern  seaboard  and  has 
established  a  regional  packing  and  shipping  facility  in  eastern 
North  Carolina  that  gives  farmers  a  place  to  wash,  grade,  pack, 
cool,  and  ship  their  crops.  Also,  we  have  established  the  "Carolina 
Harvest"  logo  to  identify  locally-grown,  fresh  produce. 

America's  small  farm  community  today  is  in  a  state  of  crisis.  Due 
to  increased  mechanization,  higher  production  cost  and  lower  com- 
modity prices,  it  has  become  increasingly  difficult  for  small-scale 
producers  to  remain  profitable  growing  traditional  row  crops.  Also, 
a  lack  of  access  to  affordable  operating  capital  and  a  lack  of  reliable 
marketing  opportunities  have  hindered  the  ability  of  small  family 
farmers  to  diversify  into  more  profitable  enterprises. 

As  a  result,  small  farmers  are  going  out  of  business  at  an  alarm- 
ing rate.  In  North  Carolina,  they  lead  the  Southeastern  United 
States  in  the  number  of  farms  lost.  Between  1980  and  1992,  North 
Carolina  lost  33,000  or  35  percent,  of  its  farms.  According  to  the 
latest  United  States  Census  of  Agriculture  Report,  between  1982 
and  1987,  the  number  of  North  Carolina  farms  that  are  larger  than 
1,000  acres  increased  by  14  percent,  whereas  the  number  of  farms 
under  50  acres  declined  by  more  than  21  percent. 

The  problem  is  more  severe  for  African  American  and  other  mi- 
nority farmers,  who  in  recent  years  went  out  of  business  at  more 
than  three  times  the  rate  of  their  majority  counterparts.  In  just  the 
last  10  years,  North  Carolina  lost  over  one-half  of  its  African  Amer- 
ican farm  population. 

Experts  agree  that  unless  something  is  done,  at  the  current  rate 
of  loss,  there  will  be  no  more  African  American  farmers  by  the  year 
2000.  This  prediction  is  even  more  chilling  when  considering  that 
the  children  of  elderly  minority  farmers  in  large  part  have  chosen 
not  to  come  back  to  the  farm. 

To  get  at  the  root  of  the  problem,  the  coalition  has  conducted  a 
number  of  community  meetings  and  has  talked  to  hundreds  of  indi- 
vidual farmers  to  determine  those  factors  that  hinder  their  ability 
to  diversify  into  more  profitable  enterprises.  Overwhelmingly, 
farmers  all  over  the  State  have  pointed  to  the  lack  of  availability 
of  operating  capital  as  their  primary  limitation. 


86 

The  coalition  has  found  that  banks  in  the  State  are  not  address- 
ing adequately  the  capital  needs  of  small,  particularly  minority, 
farmers.  Many  of  our  farmers  report  that  local  bankers  are  no 
longer  well  versed  in  agricultural  lending  and  thus  they  shy  away 
from  making  small  farm  loans. 

Also  local  bankers  are  not  well  versed  in  alternative  crops,  in  the 
production  of  alternative  crops;  so  often  they  also  shy  away  from 
those  types  of  loans.  Also,  as  banks  have  become  more  regional, 
some  farmers  report  that  the  lending  authority  has  moved  to  urban 
regional  centers  away  from  IoceJ  branches  that  they  are  used  to 
doing  business  with. 

In  addition,  even  though  Farmers  Home  Administration  has  a 
number  of  programs  that  are  designed  to  address  the  credit  needs 
of  small  farmers,  we  have  found  that  those  programs  also  do  not 
adequately  address  all  the  credit  needs  of  the  small  farm  commu- 
nity. Minority  farmers,  in  particular,  have  complained  about  dis- 
criminatory lending  practices  on  the  part  of  FmHA  officials. 

As  the  nature  of  agriculture  is  changing,  we  think  agribusiness 
development  offers  an  opportunity  to  solving  many  of  these  prob- 
lems. The  coalition  is  currently  involved  in  several  community 
based  agribusiness  development  projects  that  will  add  value  to  raw 
farm  products  produced  by  local  cooperatives  and  individual  small 
farmers.  These  are  issues  in  which  small  farmers  will  participate 
in  stock  of  these  type  of  companies.  We  are  also  involved  in  projects 
that  involve  developing  agricultural  industrial  products  that  serve 
as  the  basis  for  farm  products  abroad  as  well  as  distributing  them 
locally. 

The  Farm  Credit  System,  as  currently  designed,  is  not  suffi- 
ciently addressing  the  needs  of  farmers  branching  out  and  getting 
involved  in  agribusiness  development  because  more  and  more  it  in- 
volves activities  that  are  off  the  farm.  So  those  aspects  of  the  bill, 
the  Rural  Credit  Development  Act  of  1994,  are  potentially  helpful 
in  addressing  those  problems. 

Also,  the  financing  that  would  be  provided  to  cooperative-based 
agribusiness  ventures  is  also  needed  to  address  those  problems. 
Community-based  agribusiness  development  projects  will  not  only 
address  many  of  the  problems  of  the  small  farm  community  but 
these  projects  also  have  the  potential  of  generally  stimulating  rural 
economic  development  by  creating  jobs,  building  the  local  industrial 
base,  supporting  local  businesses,  and  increasing  the  local  tax  base. 
As  such,  please  accept  this  testimony  in  support  of  the  Rural  Cred- 
it and  Development  Act  of  1994.  Thank  you  for  your  consideration. 

[The  prepared  statement  of  Mr.  Green  appears  at  the  conclusion 
of  the  hearing.] 

Mrs.  Clayton.  Thank  you.  Thank  you  all  for  your  testimony,  and 
certainly  appreciate  the  full  written  one  as  well  as  the  spoken  one. 

Mr.  Eastman,  I  was  interested,  you  are  on  the  board  of  directors 
of  a  bank,  and  get  most  of  your  credit  for  your  operation  through 
the  bank.  It  is  satisfactory,  you  indicated? 

Mr.  Eastman.  Yes. 

Mrs.  Clayton.  And  that  is  good  testimony,  because  I  am  struck 
that  you  have  found  that  banking  institution  in  your  community 
has  been  adequate  for  you.  But  yet  you  see  the  value  of  having 
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farm  credit  in  your  community  because  it  adds  to  the  availability 
of  credit  for  even  your  customers  and  other  farming  communities. 

Could  you  explain  that  a  little,  what  you  see  the  added  value  for 
the  rural  community  beyond  being  a  borrower  themselves? 

Mr.  Eastman.  Well,  first  of  all,  I  think  I  need  to  clarify  some  of 
the  changes  that  have  happened  in  our  business  in  the  past  several 
years.  And  the  one  thing  that  I  would  have  to  tell  you  is  that  with 
the  reduction  of  support  prices  on  commodities,  that  it  has  changed 
the  way  grains  are  marketed.  And  it  used  to  be  that  for  many 
years  we  would  harvest  the  crop  in  the  fall,  and  the  producer 
would  then  bring  it  to  my  elevator,  and  I  would  store  it  for  him 
and  he  would  get  a  price  support  loan  on  it  that  was  plenty  ade- 
quate and  probably  higher  than  the  market.  Then  throughout  the 
year  at  some  point  in  time  he  would  sell  the  crop  and  I  would  ship 
it  on  to  a  terminal  or  whatever. 

And  my  needs  for  capital  were  very  small,  if  any,  at  that  point 
in  time.  And  the  same  was  true  of  the  cooperative  down  the  street, 
or  the  Cargill,  or  the  conglomerate  that  was  doing  the  same  thing 
in  the  country  that  I  was  doing.  But  in  recent  times,  that  price  sup- 
port of  corn  and  soybeans  has  declined  so  that  it  is  less  than  the 
cost  of  production  and  it  is  a  great  deal  less  than  the  market  ordi- 
narily, and  so  people  aren't  asking  to  use  my  facility  for  storage. 

And  the  one  way  that  I  can  get  a  return,  or  be  able  to  pay  some- 
thing for  that  storage,  is  to  own  the  inventory.  And  that  is  the 
same  problem  that  the  cooperative  or  the  conglomerate  has  also. 
They  need  to  own  that  inventory.  And  then  the  market  will  provide 
a  canying  charge,  which  in  turn  pays  the  interest  and  some  stor- 
age income  so  that  you  can  maintain  your  facility. 

The  only  difference  is  that  the  competition  that  we  have,  so  to 
speak,  are  borrowing  their  money  at  rates  that  are  current.  In 
other  words,  they  are  current  with  the  bond  markets.  That  may  not 
always  be  true  with  the  rates  that  we  pay.  And  just  because  I  am 
promoting  the  idea  that  it  would  be  well  if  I  could  do  business  with 
the  Farm  Credit  System,  I  have  an  excellent  relationship  with  my 
bank  and  I  hope  to  continue  to  have  an  excellent  relationship  with 
my  bank.  But  the  rules  change  and  the  game  that  we  are  playing 
out  here,  and,  obviously,  we  would  like  to  have  as  many  openings 
as  we  can. 

Mrs.  Clayton.  Thank  you.  Mr.  Loza,  I  was  struck  with  your 
comment  in  terms  of  the  observation  that  farm  credit  obviously  is 
not  there  necessarily  to  lend  money  to  the  poorest  of  the  poor  in 
terms  of  housing  or  to  provide  subsidized  housing,  but  it  should  be 
responsive  to  an  element  of  housing  that  could  not  be  made,  I 
guess,  traditionally  through  a  commercial  bank.  Could  you  speak 
a  little  more  to  that  and  what  your  concern  would  be  and  make 
sure  that  that  market  has  been  addressed  as  well? 

Mr.  Loza.  Well,  as  has  been  said  several  times  today  throughout 
this  hearing,  the  problems  of  mortgage  credit  are  only  part  of  a 
larger  problem  of  rural  development.  We  have  over  the  years  had 
the  introduction  of  several  forms  of  mortgage  credit  assistance.  The 
Farmers  Home  Administration  programs,  for  example,  are  able  to 
serve,  by  law,  low-income  and  very  low-income  families. 

Recently,  the  introduction  of  the  Farmers  Home  guaranteed  pro- 
gram serves  a  slightly  higher  income  group.  But  we  find  that  the 
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lack  of  mortgage  credit  seems  to  run  through  the  whole  gamut,  not 
just  in  the  low  income.  And  the  Farm  Credit  System  is  not  sub- 
sidized, so  it  would  fill  a  gap  that  presently  is  not  being  served, 
one,  because  of  the  amount  of  money  available,  and  two,  because 
of  the  lack  of  mortgage  credit. 

What  we  hope  that  the  FCS  will  do,  if  this  is  enacted  into  law, 
is  that  in  reviewing  applications,  we  recognize  that  it  needs  to  look 
at  creditworthy  applicants  and  all  those  sorts  of  things,  but  part 
of  the  reason  that  there  is  a  credit  gap  is  not  just  because  there 
aren't  creditworthy  people.  There  are  many  creditworthy  people 
who  are  on  the  lower  income  side  of  the  scale.  And  what  we  would 
hope  is  that  in  reviewing  applications  as  this  bill  proceeds  through 
the  process  as  regulations  are  written,  if  this  bill  is  enacted  into 
law,  is  that  there  will  be  a  close  look  at  families  with  lower  in- 
comes, that  also  deserve  some  consideration,  as  long  as  they  are 
creditworthy. 

Mrs.  Clayton.  Are  you  concerned  that  they  are  moving  from 
2,500  to  20,000,  giving  you  advocacy  of  rural  housing,  is  that  rea- 
son for  us  to  think  that  they  would  desert  2,500? 

Mr.  LOZA.  No,  it  is  not  so  much  the  change  from  2,500  to  20,000. 
As  long  as  it  is  at  the  2,500  level,  we  know  that  very  small  commu- 
nities are  being  addressed.  There  are,  however,  many  credit  prob- 
lems in  communities  beyond  2,500.  But  there  are  also  communities 
of  20,000  or  less  who  are  right  next  to  a  city  or  right  in  an  urban 
county  that  don't  have  mortgage  credit  problems. 

The  reason  that  we  support  this  bill  is  that  it  opens  up  mortgage 
credit  where  it  is  not  presently  available.  Our  experience  shows 
that  mortgage  credit  is  more  available  in  the  communities  up  to 
20,000  that  are  close  to  cities,  so  that  we  would  hope  this  move 
does  not  mean  that  now  FCS  moves  all  of  its  credit  to  those  com- 
munities of  up  to  20,000  that  are  close  to  cities,  but,  in  fact,  looks 
at  those  communities  that  are  farther  away,  more  remote  where 
mortgage  credit  is  less  accessible. 

Mrs.  Clayton.  Thank  you.  I  need  to  obey  the  5-minute  rule  my- 
self. 

Mr.  Minge. 

Mr.  MiNGE.  I  have  read  most  of  the  testimony  that  was  submit- 
ted, and  listened  with  some  interest  to  Mr.  Green's  statement  and 
then  also  to  the  answers  to  the  questions.  One  thing  that  concerns 
me  is  the  claims,  statements  by  the  banking  industry,  that  there 
is  not  a  level  playing  field  when  they  compete  with  farm  credit 
services.  And  could  you  respond  briefly,  each  of  you,  to  that  dimen- 
sion of  the  discussion  that  has  occurred  here  today,  and  whether 
you  think  that  there  is  either  a  way  to  modify  this  so  that  there 
is  a  level  playing  field  or  if  this  is  an  inconsequential  concern  that 
has  been  raised.  Mr.  Green,  I  will  start  with  you. 

Mr.  Green.  I  would  comment  that  at  least  from  my  vantage 
point,  that  the  needs  of  the  farmers  that  we  are  working  with  in 
the  rural  communities  that  we  are  actively  involved  in,  the  credit 
needs  are  not  being  met  by  the  banking  community.  So  I  would  see 
H.R.  4129  as  actually  presenting  an  opportunity  for  partnerships 
to  be  formed  between  the  Farm  Credit  System  and  the  banking 
community. 
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In  particular,  I  mentioned  supporting  agribusiness  development 
projects.  Well,  these  projects  often  involve  multiple  layers  of  financ- 
ing, and  in  that  I  see  opportunities  for  the  Farm  Credit  System  to 
perhaps  take  the  lead  because  they  are  more  sensitive  to  issues  in- 
volved and  have  more  expertise  in  those  areas,  but  then  in  partner- 
ship the  banking  community  may  feel  more  comfortable  in  adding 
another  layer  of  financing  to  that.  So  I  see  it  as  an  opportunity  for 
partnership. 

Mr.  MiNGE.  I  think  the  banking  community  feels  that  there  are 
certain  areas  where  they  and  farm  credit  services  would  be  compet- 
ing head  to  head.  And  so  the  question  is,  in  those  areas  do  you  see 
that  either  there  really  is  not  local  bank  financing  or  if  there  is, 
that  the  playing  field  would  still  be  level  despite  some  of  the  ad- 
vantages that  the  bankers  have  pointed  out  that  farm  credit  serv- 
ices may  have? 

Since  you  are  each  spokespersons  for  a  perspective  that  favors 
the  bill,  I  thought  that  you  might  be  able  to  offer  better  critique 
of  that  than  the  parties  which  obviously  have  their  own  perspective 
on  this  legislation. 

Mr.  Green.  Again,  from  our  perspective,  we  are  seeing  areas 
where  needs  are  not  being  addressed.  And  it  is  because  of  definite 
trends,  like  banks  becoming  more  regional  and  moving  the  loan  of- 
ficers into  regional  urban  centers  and  away  from — out  of  some  of 
the  rural  local  banks.  And  in  terms  of  the  unique  purpose  of  the 
Farm  Credit  System,  I  think  that  they  are  also  uniquely  positioned 
to  work  with  agribusiness  development  projects  in  addition  to  just 
working  with  farmers  on  the  farm,  that  is  their  unique  purpose. 
And,  again,  it  gets  back  to  the  whole  thing  of  the  nature  of  agri- 
culture changing,  and  whereas  it  is  not  profitable  for  small  farmers 
to  grow  traditional  row  crops  and  there  is  definitely  a  need  for 
them  to  move  away  from  tobacco.  These  are  simply  areas  that 
banks  are  not  well-versed  in  and  so  there  is  a  special  need  for  the 
Farm  Credit  System  to  be  involved  in  those  kind  of  deals.  I  think 
it  is  consistent  with  the  overall  mission  of  the  Farm  Credit  System 
to  help  agriculture  in  this  country. 

Mr.  MiNGE.  Mr.  Eastman. 

Mr.  Eastman.  Well,  in  the  case  of  the  United  Suppliers,  as  an 
example,  they  are  organized  under  the  cooperative  laws  and  they 
are  a  regional  manufacturer  of  feed  and  they  are  a  distributor  of 
fertilizer  and  chemicals.  And  the  way  the  present  law  is  written, 
they  do  not  have  access  to  the  Farm  Credit  System.  And  so  point 
of  sale  financing  in  retail  agriculture  is  something  that  can  be 
highly  motivating  and  generate  business  for  everyone.  And  in  a  lot 
of  cases  farmers,  if  they  are  doing  business  with  a  small  bank,  may 
have  their  entire  capital  requirements  used  up  in  just  equipment. 

If  a  bank  has  $150,000  loan  limit,  for  example,  or  $200,000  loan 
limit,  it  wouldn't  take  a  lot  of  machinery  to  cover  that  cost.  So  then 
they  have  to  finance  the  balance  of  their  inputs.  So  point  of  sale 
financing  is  getting  to  be  something  that  can  be  quite  attractive. 
The  cooperatives  are  able  to  use  this  because  they  are  farmer- 
owned  cooperatives. 

United  Suppliers  is  a  cooperative,  but  they  are  owned  by  propri- 
etorships such  as  myself  or  family  corporations  that  are  in  the 
grain,  feed,   and  fertilizer  business,  or  sole  proprietorships,   and 
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they  don't  qualify  for  the  use  of  Farm  Credit  System  money.  And 
this  would  help  that  a  great  deal  in  our  market  area  and  in  their 
market  area  to  have  that  ability. 

Mr.  MiNGE.  Mr.  Loza. 

Mr.  LozA.  Yes,  I  would  like  to  respond  to  that.  If  we  agree  with 
the  premise  that  the  private  sector  ought  to  take  care  of  business 
where  it  is  either  willing  or  able  to  take  care  of  business,  then  the 
introduction  of  the  Farm  Credit  System  into  these  areas  is  because 
the  private  sector  is  not.  So  in  that  sense,  there  is  no  competition. 
It  is  filling  a  gap  that  is  not  being  filled. 

Mrs.  Clayton.  Mr.  Loza,  I  am  going  to  have  to  stop  you  here. 
We  have  been  just  informed  that  we  have  3  minutes  before  we  can 
end  our  voting  period.  So  we  want  to  thank  the  panel.  I  want  to 
thank  the  panel  for  their  presentation  and  ask  you  to  excuse  us  so 
we  can  go  vote. 

[Whereupon,  at  2:50  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Testimony  of   Rep.    Eva  M.    Clayton 

Sxibcomml  t  tee 

on 

Environment,  Credit,  and  Rural  Development 

Hearing  on  H.R.  4129 

July  21,  1994 


Mr.  Chairman  and  members  of  the  Subcommittee,  it  is  a 
pleasure  and  an  honor  for  me  to  appear  before  you  to  testify  in 
support  of  H.R.  4129,  the  Rural  Credit  and  Development  Act  of 
1994.   As  many  of  you  know,  I  introduced  this  legislation  on 
March  24,  1994. 

When  I  came  to  Congress  as  a  new  member  at  the  beginning  of 
this  session,  I  had  several  choices  available  for  my  committee 
assignment.   After  a  good  deal  of  contemplation,  I  made  the 
choice  to  pursue  membership  on  this  Committee.   In  great  part, 
this  decision  was  based  on  my  belief  that  the  House  Agriculture 
Committee  would  be  the  best  vehicle  to  make  a  difference  in  the 
area  of  rural  economic  development.   My  subsequent  request  to  be 
placed  on  this  Subcommittee  reflects  this  concern. 

As  the  member  of  Congress  representing  the  first 
congressional  district  of  North  Carolina,  I  have  placed  the  goal 
of  rural  economic  development  on  the  top  of  my  legislative 
agenda.   The  vast  majority  of  my  eastern  North  Carolina  district 
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is  extremely  rural.   Although  agriculture  has  been  the  mainstay 
of  the  regional  economy  for  many  years,  we  have  witnessed  a 
remarkable  economic  transition. 

Agriculture,  which  continues  to  provide  many  of  my 
constituents  with  good  jobs,  can  not  yield  all  of  the  answers 
involving  community  development  for  our  rural  areas .    Typical  of 
many  rural  regions  in  this  nation,  economies  have  diversified  and 
rural -based  industries  have  flourished.   Unfortunately, 
production  agriculture  alone  can  not  support  the  economy  of  rural 
America. 

Mr.  Chairman,  I  have  seen  chronic  unemployment,  poverty, 
poor  housing,  and  poor  infrastructure  throughout  the  rural  areas 
within  my  district.   The  prevalent  nature  of  these  problems  is  a 
flashing  warning  sign  of  a  rural  economy  that  has  tremendous 
needs  --  needs  which  are  not  being  addressed  by  the  status  quo. 
As  rural  America  continues  to  experience  grave  difficulties,  we 
must  act  to  provide  rural  areas  with  the  appropriate  tools, 
including  good  schools,  properly  trained  workers,  adequate  market 
structures,  good  management,  community  facilities,  and  available 
and  affordable  capital.   Available  capital  for  rural  communities 
is  a  necessary  ingredient  to  ensure  that  economic  development  is 
written  into  the  overall  strategy. 

I  believe  that  H.R.  4129  begins  the  arduous  process  of 
confronting  the  problems  pertaining  to  the  lack  of  accessible 
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credit  on  the  national  level.   Although  this  legislation  is  not  a 
panacea  for  some  rural  economies  facing  systemic  issues  of 
concern,  it  begins  the  process  of  change  by  equipping  rural 
communities  with  "rural  friendly"  tools  for  economic  progress. 

Since  introduction  of  this  legislation,  over  60  of  my 
colleagues,  both  Democrat  and  Republican,  have  joined  me  in 
sponsoring  this  bill.   Over  50  national,  regional,  and  state 
organizations  which  are  active  in  our  rural  areas  have  written  my 
office  to  endorse  this  initiative.   These  individuals  and  groups 
understand  the  needs  of  rural  areas,  and  they  know  that 
additional  resources  must  be  brought  to  bear  to  address  these 
concerns.   (A  partial  list  of  these  organizations  is  attached  at 
the  end  of  this  testimony.) 

However,  I  also  acknowledge  that  this  proposal  is 
controversial.  But,  this  controversy  stems  from  the  need  how  to 
best  serve  the  interest  of  rural  America.  I  recognize  that  many 
members  of  this  Subcommittee  have  declined  to  cosponsor  this  bill 
due  to  this  difference  of  opinion.  Nevertheless,  the  controversy 
of  this  bill  should  not  deter  us  from  debating  the  merits  of  this 
legislation  and  doing  what  is  necessary. 

Later  this  morning,  the  Subcommittee  will  hear  from 
interested  parties  who  believe  this  legislation  goes  too  far. 
For  several  years,  I  worked  as  a  consultant  to  several  banks  in 
my  state  of  North  Carolina.   I  have  encouraged  and  witnessed 
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regional  banks  become  active  partners  with  organizations  in 
economic  development  projects  throughout  North  Carolina.   Through 
my  experience  in  serving  on  an  advisory  committee  for  a  bank  for 
many  years,  I  understand  what  competition  is  all  about  and  what 
is  needed  to  be  profitable  in  the  banking  industry.   It  is  my 
hope  that  this  Subcommittee  will  encourage  those  who  may  oppose 
this  legislation  to  set  aside  their  differences  and  work  to 
create  more  opportunities  for  our  rural  citizens. 

In  the  big  picture,  the  Farm  Credit  System  and  commercial 
banks  possess  a  symbiotic  relationship.   My  bill  provides  bankers 
an  outlet  or  a  secondary  market  for  their  loans.   Banks  would 
benefit  from  loans  provided  by  the  Farm  Credit  System  through  the 
added  infrastructure  and  economic  development  of  rural  areas. 
Furthermore,  because  the  Farm  Credit  System  is  not  a  depository 
institution,  commercial  banks  would  directly  benefit  if  rural 
areas  received  credit  through  the  System  -  -  rural  citizens  must 
put  their  deposits  somewhere!    A  more  vibrant  rural  economy  and 
the  creation  of  new  jobs  will  benefit  all  residents  in  these 
areas,  including  regional  and  local  banks,  thrifts,  Farm  Credit 
Associations,  all  of  which  have  an  interest  in  serving  the 
interest  of  rural  communities. 

Each  of  you  on  this  Subcommittee  understands  the 
difficulties  facing  our  small  towns  and  cities  across  this  great 
nation.   Rural  counties  have  lost  population.   From  1980-1990, 
unemployment  in  these  areas  amounted  to  almost  9  percent.   One  in 
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every  four  farm  households  had  incomes  below  the  poverty  line  -- 
more  than  twice  the  national  average! 

As  rural  communities  have  become  less  dependent  on 
agriculture,  farmers  have  become  more  dependent  on  the  jobs 
provided  by  those  rural  communities.   USDA  statistics  clearly 
indicate  that  off- farm  income  now  accounts  for  more  than  80 
percent  of  the  average  income  of  farmers . 

But  what  are  our  constituents  saying  abut  this  bill? 

•  The  Colorado  Cattlemen's  Association  said  that  "local 
development  efforts  are  the  key  to  reversing  the  downward  spiral 
of  rural  economies . " 

•  The  Southern  Association  of  State  Departments  of 
Agriculture  approved  a  policy  statement  in  June  which  said  that 
this  legislation  is  "an  investment  in  the  future." 

•  My  own  home  state's  North  Carolina  Agribusiness  Council 
adopted  a  resolution  which  noted  that  "rural  areas  are  in  need  of 
new  sources  of  credit  for  rural  residents,  agribusinesses,  public 
services,  business  enterprises  without  spending  government  money 
or  adding  to  the  federal  bureaucracy." 

•  The  president  of  the  Rocky  Mountain  Farmers  Union  said 
that  rural  revitalization  "...will  require  capitalization  for  new 
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cooperatives  and  other  locally- owned  businesses  that  provide 
value-added  processing  and  economic  diversification  to  keep 
dollars  flowing  along  the  main  streets  of  rural  communities." 

•  The  New  York  State  Association  of  Realtors  has  said  that 
this  bill  "...would  allow  for  the  cooperative  Farm  Credit  System 
to  play  an  important  role  in  providing  the  credit  needed  to 
rebuild  rural  communities." 

All  of  these  letters  have  one  thing  in  common:   they  point 
out  that  revitalization  of  rural  America  requires  specific  plans 
that  are  tailored  to  local  resources  and  needs.   H.R.  4129  meets 
that  test. 

What  does  this  legislation  do  and  how  does  it  change  current 
law? 

First,  it  draws  on  the  existing  structure  of  the  Farm  Credit 
System.   It  uses  this  nationwide  rural-based  network  of  financial 
cooperatives  as  one  vehicle  to  help  provide  desperately  needed 
credit  to  rebuild  rural  America.   With  250  Farm  Credit 
institutions  and  more  than  1,400  branch  offices,  the  System  can 
be  utilized  as  a  conduit  for  bringing  private  investment  from 
Wall  Street  to  our  rural  "Main  Streets."   Significantly,  this  can 
be  accomplished  at  no  cost  to  the  U.S.  Treasury. 

Second,  the  bill  provides  additional  sources  of  credit  for 
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financing  agricultural -related  businesses  that  deserve,  want,  and 
need  the  expertise  of  the  Farm  Credit  System.   The  operative 
phrase  is  additional  and  not  substitute  for  existing  private 
sector  involvement . 

Third,  this  legislation  would  give  communities  new 
alternatives  for  financing  infrastructure,  which  is  urgently- 
needed  to  meet  water  and  sewer  and  other  community  needs 
involving  infrastructure  formation. 

Fourth,  H.R.  4129  provides  rural  residents  living  in  with  a 
new  alternative  in  financing  their  homes. 

We  are  confident  that  the  need  exists,  and  we  have  provided 
a  vehicle  in  order  to  facilitate  the  response  to  those  needs. 
Moreover,  we  have  identified  an  entity  which  allows  rural  areas 
to  control  their  own  destinies.   And,  we  can  proclaim  with 
confidence  that  this  will  not  cost  the  U.S.  taxpayers! 

We  must  boldly  move  forward  to  give  all  Americans  new 
opportunities  to  get  back  to  work.   We  must  keep  faith  with  our 
constituents  in  rural  America.   This  bill,  H.R.  4129,  may  not  be 
perfect,  but  it  provides  us  with  a  framework  and  the  basic 
elements  for  a  serious  discussion  regarding  rural  economic 
development.   It  should  not  be  construed  that  this  legislation 
diminishes  the  Farm  Credit  System's  resolve  and  commitment 
towards  the  farming  community  which  they  currently  serve.   I 
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invite  other  actors  involved  in  rural  economic  development  to 
join  me  in  a  serious  discussion  of  improving  our  rural 
communities.   In  the  final  analysis,  we  must  work  for  the  benefit 
of  people  in  rural  areas,  not  institutions. 

I  thank  you  and  urge  my  colleagues  to  join  me  in  the  task  of 
moving  this  legislation  forward. 

(Attachment  follows:) 
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National  Groups 


American  Soybean  Association 

Housing  Assistance  Council 

Farm  Credit  Council 

National  Association  of  Realtors 

National  Council  of  Farmer  Cooperatives 

National  Grain  and  Feed  Association 

National  Telephone  Cooperative  Association 


State  and  Local  Groups 

New  Mexico  Farm  and  Livestock  Bureau 

North  Carolina  Peanut  Growers 

North  Carolina  Soybean  Association 

Colorado  Cooperative  Council 

Idaho  Cooperative  Council 

Kansas  Cooperative  Council 

Montana  Cooperative  Council 

Agricultural  Cooperative  Council  of  Oregon 

Cooperative  Council  of  North  Carolina 

Florida  Council  of  Farmer  Cooperatives 

Florida  Citrus  Mutual 

Georgia  Commissioner  of  Agriculture 

Kentucky  Commissioner  of  Agriculture 

Maryland  Department  of  Agriculture,  Office  of  the  Secretary 

New  Hampshire  Commissioner  of  Agriculture 

North  Carolina  Commissioner  of  Agriculture 

Pennsylvania  Department  of  Agriculture 

South  Carolina  Commissioner  of  Agriculture 

Southern  Region  State  Departments  of  Agriculture 

The  North  Carolina  Agribusiness  Council 

Agribusiness  Association  of  Iowa 

Virginia  Agribusiness  Council 

New  York  State  Association  of  Realtors 

State  of  New  York  Legislative  Commission  on  Rural  Resources 

Colorado  Cattlemen's  Association 

Oklahoma  Cattlemen's  Association 

The  North  Carolina  State  Grange 

North  Carolina  Pork  Producers  Association 

Tobacco  Growers  Association  of  North  Carolina,  Inc. 

The  North  Carolina  Chapter  of 

The  American  Society  of  Farm  Managers  and  Rural  Appraisers 
Caribbean  Area  Office  of  the  ASCS 
Rocky  Mountain  Farmers  Union 
North  Carolina  Poultry  Federation 
North  Carolina  Turkey 
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BOB  NASH,  UNDER  SECRETARY 
SMALL  COMMUNITY  AND  RURAL  DEVELOPMENT 
UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

Before  the 

SUBCOMMITTEE  ON  ENVIRONMENT,  CREDIT, 

AND  RURAL  DEVELOPMENT 

HOUSE  COMMITTEE  ON  AGRICULTURE 

JULY  21,  1994 


Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee.   Thank  you  for 
your  invitation  to  present  the  Department's  views  on  H.R.  4129,  the  "Rural  Credit  and 
Development  Act  of  1994,"  introduced  by  Representative  Eva  Clayton. 

As  the  lead  Department  for  coordinating  rural  policy,  USDA  is  committed  to 
developing  solutions  to  the  enormous  problems  that  exist  in  rural  areas.    While  the  last  two 
years  have  witnessed  a  gradual  improvement  in  certain  rural  areas,  we  recognize  that  there 
continues  to  be  significant.impediments  to  development  for  rural  populations.    Illustrative  of 
these  impediments  is  the  significantly  higher  poverty  rate  that  exists  in  rural  areas.    In  1992, 
the  rural  poverty  rate  was  16.8%,  as  compared  to  the  urban  poverty  rate  of  13.9%. 
Furthermore,  over  80%  of  the  rural  poor  live  in  households  where  at  least  one  adult  works 
full  time. 

The  Department  is  committed  to  assisting  rural  communities  in  their  efforts  to  build  a 
future  that  will  be  competitive  in  the  global  economy.   There  is  nothing  more  vital  to  rural 
communities  than  the  creation  of  new,  high  quality  jobs  and  the  improvement  of  the  existing 
job  base.    We  have  the  responsibility  of  ensuring  that  members  of  rural  communities  have 
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access  to  affordable  credit  . 

We  recognize,  however,  that  the  Federal  government  cannot,  and  should  not,  serve  as 
the  main  provider  of  credit  and  technical  assistance  for  economic  development.   The  private 
sector  has  the  principal  role  in  funding  development  and  creating  the  jobs  that  are  essential 
for  the  economic  health  of  rural  America.    As  an  Administration,  we  are  searching  for  new 
opportunities  to  encourage  the  active  participation  of  the  private  and  non-profit  sector  in  our 
efforts  to  stimulate  rural  economies  and  create  jobs. 

As  many  of  you  are  aware,  there  is  a  tremendous  unmet  need  for  the  type  of  start-up 
capital  and  other  types  of  credit  for  rural  Americans.   Through  FmHA  and  RDA,  the 
Department  provides  credit  through  a  number  of  programs.    These  programs  are 
predominantly  directed  at  borrowers  with  limited  credit  histories  or  with  limited  resources. 
We  are  currently  examining  a  number  of  proposals  that  would  provide  increased  access  to 
credit  for  rural  areas.    One  of  these  items  that  we  are  reviewing  with  a  great  deal  of  interest 
is  H.R.  4129.     Because  our  review  is  in  the  preliminary  stage,  however,  it  would  be 
inappropriate  for  the  Department  to  take  a  definitive  position  on  H.R.  4129. 

This  legislation  would  expand  the  ways  in  which  the  $65  billion  in  assets  of  the  250 
Farm  Credit  System  (FCS)  lending  institutions  could  contribute  to  development  in  rural 
America.   The  Farm  Credit  System  (FCS)  is  a  special  purpose  Government  Sponsored 
Enterprise  (GSE)  created  by  the  Federal  Lx>an  Act  of  1916.   In  this  Act,  Congress 
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established  the  Federal  Land  Banks  to  provide  a  "dependable"  source  of  agricultural  credit  at 
competitive  rates.    The  FCS  was  expanded  with  the  creation  of  the  Federal  Intermediate 
Credit  Banks  in  1923,  and  the  Production  Credit  Associations  and  the  Bank  for  Cooperatives 
in  1933.   The  FCS  is  currently  subject  to  the  provisions  of  the  Farm  Credit  Act  of  1971,  as 
amended. 

Specifically,  H.R.  4129  would: 

•  Increase  the  maximum  population  of  communities  eligible  for  home  mortgage 
loans  provided  by  FCS  lenders  from  2,500  to  20,000. 

•  Allow  FCS  member  institutions  to  buy,  from  commercial  banks  and  other  lenders, 
loans  and  interest  in  loans  that  System  members  are  eligible  to  make.   This  would 
relieve  such  non-FCS  lender  institutions  of  much  of  the  risk  associated  with  farm  and 
other  lending  for  rural  purposes  and  free  up  their  capital  to  make  other  loans. 

•  Provide  rural  communities  access  to  financing  from  FCS  lenders  for  local 
community  facility  projects.   Farm  Credit  Banks  and  associations  would  receive  the 
same  authority  as  the  Bank  for  Cooperatives  to  finance  rural  water  systems. 

•  Permit  FCS  lenders  to  provide  financial  assistance  for  community  facility  and 
water  and  sewer  projects  which  have  already  obtained  assistance  from  RDA. 

I  know  from  our  many  conversations,  Representative  Clayton  strongly  believes  that 
we  must  find  new  creative  ways  to  provide  additional  credit  opportunities  to  encourage 
economic  development,  improved  housing,  job  creation  and  infrastructure  improvements  in 
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rural  communities. 

Mr.  Chairman,  the  Department  recognizes  the  need  for  expanded  credit  that  could 
fund  much  needed  investments  in  rural  businesses,  infrastructure,  housing  stock  and 
community  facilities.   While  the  Department  has  taken  no  position  on  H.R.  4129,  let  me  say 
that  the  Department  agrees  with  Representative  Clayton  that  the  long-term  economic  health  of 
rural  America  depends  on  a  broad  and  diverse  economic  base.  The  Department  applauds 
Representative  Clayton  for  her  creativity  in  exploring  this  approach. 

There  is  no  question  that  rural  America  could  benefit  from  additional  sources  of 
affordable,  accessible  credit.   There  is  a  greater  need  for  credit  than  is  available  today. 

The  demand  for  FmHA  home-purchase  financing  in  rural  areas  exceeds  the  agency's 
available  resources.   The  current  backlog  of  applications  for  the  FmHA  direct  home  loan 
program  reflects  an  estimated  aggregate  demand  that  exceeds  $3.4  billion.   FmHA's 
guaranteed  homeownership  loan  program  faces  heavy  demand  as  well. 

The  demand  for  the  programs  administered  by  RDA's  Business  and  Industry, 
Community  Facilities,  and  Water  and  Waste  Disposal  Divisions  is  far  in  excess  of  available 
program  authority.    Latest  reports  show  a  backlog  of  both  preapplication  and  applications 
approximately  $3.1  billion  in  excess  of  available  program  funding. 
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The  Environmental  Protection  Agency  estimates  that,  by  the  end  of  this  century,  small 
water  systems  will  incur  costs  of  nearly  $3  billion  to  comply  with  the  Safe  Drinking  Water 
Act  and  an  additional  $20  billion  to  repair,  replace,  and  expand  drinking  water  systems. 
EPA's  1992  needs  assessment  for  wastewater  reflects  that  the  United  States  will  need  to 
spend  $108  billion  by  the  year  2012  to  comply  with  the  Clean  Water  Act;  the  rural  needs  are 
shown  at  $22.2  billion. 

H.R.  4129  expands  PCS  authority  to  make  loans  to  rural  communities,  some  of  which 
are  eligible  for  and,  in  some  instances,  already  participating  in  similar  RDA  programs. 
Given  the  tight  fiscal  environment,  this  expanded  authority  could  assist  rural  communities  in 
accessing  additional  sources  of  funding  which  could  serve  as  a  collaborative  means  for 
providing  financial  assistance  to  rural  areas. 

The  proposed  expansion  of  authorities  could  significantly  move  the  FCS's  focus  from 
farmers  and  ranchers.   Thus,  while  we  should  consider  proposals  such  as  H.R.  4129,  we 
should  also  focus  on  ways  to  improve  FCS's  delivery  of  services  to  farmers  and  ranchers. 

President  Clinton,  Secretary  Espy  and  I  have  been  firmly  committed  from  the  first 
days  of  this  Administration  to  rural  development  in  the  broadest  sense  ~  from  public 
facilities  and  private  job-creating  enterprise  to  housing,  services  and  basic  amenities.   This 
Department  has  been  delivering  on  that  commitment  with  numerous  legislative  and  budget 
proposals,  including  the  innovative  approach  of  the  Empowerment  Zone  and  Enterprise 
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Community  program. 

The  President's  1995  budget,  for  example,  proposes  significant  additional  funding  for 
the  Rural  Development  Initiative  started  last  year. 

•  Business  and  industry  loan  guarantees  would  be  increased  by  more  than  $800 
million  to  $1.12  billion,  and  the  intermediary  re-lending  program  would  increase  from 
$100  million  to  $125  million. 

•  The  $1.5  billion  proposed  by  the  President  for  the  water  and  waste  disposal  loan 
and  grant  programs  would  assist  in  creating  over  34,000  jobs,  primarily  in  the 
construction  industry,  in  addition  to  serving  the  needs  of  many  rural  communities. 

•  The  President's  proposed  housing  program  would  provide  assistance  for  over 
116,000  housing  units  -  30,000  of  which  would  be  new  construction. 

As  an  aside,  I  would  like  to  take  this  opportunity  to  assure  Members  that  the 
Department's  commitment  to  rural  development  will  be  strengthened  further  under  Secretary 
Espy's  proposed  reorganization.     Reorganization  will  help  the  department  make  better  use  of 
the  people  we  have.   We  will  be  able  to  deliver  our  programs  with  greater  ease  and 
efficiency  to  the  people  of  rural  America. 

In  closing,  the  Department  strongly  supports  the  concept  of  expanding  credit 
availability  in  rural  areas.     We  are  committed  to  studying  specific  measures,  including  H.R. 
4129,  to  find  creative,  cost-effective,  reliable  and  accessible  credit  sources  for  rural  America. 
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We  applaud  you,  Mr.  Chairman,  and  the  members  of  the  subcommittee  for  your 
willingness  to  focus  attention  on  an  issue  of  great  importance  to  rural  America.   Thank  you 
for  the  opportunity  to  present  the  Department's  views. 

I  look  forward  to  any  questions  which  you  may  have. 
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Testimony  of  The  Honorable  Billy  Ro«  Brown 

Chairman  and  Chief  Executive  Officer 

Farm  Credit  Administration 


Mr.  Quunnan  and  members  of  the  Subcommittee,  I  am  Billy  Ross  Brown,  chairman  and  chief 
executive  officer  of  the  Farm  Credit  Administration  (PCA).  I  want  to  thank  you  for  the 
opportunity  to  testify  on  Representative  Clayton's  bill,  the  "Rural  Credit  and  Development  Act 
of  !»♦." 

PCA  is  the  independent  agency  responsible  for  the  regulation  and  examination  of  the  banks, 
associations,  and  related  entities  and  the  Federal  Agricultural  Credit  Corporation  (Farmer  Mac). 
that  comprise  what  is  known  as  the  Farm  Credit  System  (System).  FCA's  role  is  to  examine 
System  irtstitutions  for  compliance  with  statute,  regulations,  and  safe  and  sound  banking  practices. 
When  necessary.  PCA  takes  enforcement  actions  to  ensure  the  safe  and  sound  operations  of  the 
Farm  Credit  System.  In  short,  we  have  a  responsibility  to  see  that  the  purpose  of  the  statute  is 
carried  out  We  do  not  get  involved  in  the  day-to-day  management  of  System  institutions;  we 
do  not  make  their  business  decisions;  and  we  do  not  set  their  internal  policies. 

Several  years  ago.  we  developed  a  mission  statement  for  the  agency,  which  we  use  to  focus  our 
efforts  in  carrying  out  the  responsibilities  Congress  gave  rcA  through  the  Farm  Credit  Act  of 
1971.  Our  mission  is  to  "  .  .  .  provide  an  etTeciive  regulatory  environment  to  facilitate  the 
competitive  delivery  of  financial  services  to  agriculture  while  protecting  the  public,  the  taxpayer, 
and  the  investor  by  using  wisdom,  sound  judgment,  and  vision." 

The  Farm  Credit  Act  of  1971,  as  amended  (Act),  charges  the  System  with  the  responsibility  to 
provide  credit  and  related  services  to  agriculture  in  a  useful  and  constructive  manner.  The 
System  provides  credit  and  closely  related  services  to  American  farmers,  ranchers,  and  producers 
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and  harvesters  of  aquatic  products,  and  their  cooperatives.  It  also  makes  housing  loans  to  lural 
residents  and  loans  to  certain  farm-related  businesses  which  provide  on-farm  services  to 
agricultural  producers.  Farmer  Mac  guarantees  securities  backed  by  agricultural  real  estate  loans 
and  txiral  housing  loans. 

In  1987.  Congress  granted  Federal  assistance  to  rescue  the  System  after  the  farm  credit  crisis  of 
the  mid-80s  depleted  its  retained  earnings,  cut  its  loan  volume  from  $78  billion  to  $30  billion, 
and  brought  about  the  failure  of  several  System  institutions.  Now.  the  System  is  operating 
profitably,  is  rebuilding  its  capital  base,  and  has  arranged  for  repayment  of  the  Federal  assistance. 

The  FCA  Board  recognizes  that  determining  or  changing  the  public  policy  objectives  of 
Government  sponsored  enterprises,  such  as  the  Farm  Credit  System,  is  a  legislative  function. 

FCA  also  recognizes  that  System  authorities  need  to  be  re-evaluated  from  time  to  time  to  ensure 
that  they  are  adequate  to  achieve  the  public  purpose  Congress  defined  for  iL  There  is  ample 
reason  to  re-evaluate  the  System's  authorities.  The  face  of  rural  America  has  changed 
considerably  since  the  System  was  created.  To  accomplish  its  public  purpose,  the  System  needs 
to  remain  a  significant  participant  in  the  market.  And,  to  do  this,  it  needs  to  stay  current  with 
changes  taking  place  in  the  financial  services  sector,  in  agriculture,  and  in  rural  America. 

Farming  today  has  evolved  to  a  point  where  it  is  no  longer  self  contained,  and  it  has  become 
more  and  more  dependent  on  the  rural  community  in  which  it  exists.  Integration  of  indusoies 
and  specialization  have  become  common,  and  farmers  are  now  hiring  the  services  they  once 
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performed  themselves.  As  a  result,  the  rural  community  has  become  very  important  to  fimninf. 


System  loan  volume  has  stagnated  since  1988,  and  when  adjusted  for  inflaiioii,  has  actually 
fallen.  The  System's  maitet  share  of  total  commercial  (am  debt  is  conenily  about  27  percent, 
down  from  39  percent  in  1982.  In  contrast,  commercial  banks  and  agricultDral  tapptien  are 
expanding  their  shares  of  agricultural  lending. 

The  high  liquidity  enjoyed  by  commercial  banks  after  a  long  period  of  low  liquidity  in  the  1970s 
and  early  1980s  has  allowed  them  to  make  large  gains  in  agricultural  market  share.  But, 
commercial  bank  liquidity  alone  may  not  be  the  full  explanation  for  market  share  shifts.  The 
Farm  Credit  System  may  not  be  growing  partly  because  the  customer  base  has  shifted  since  the 
1980s.  In  other  words,  rural  America  may  be  growing  in  areas  where  the  System's  current 
authorities  do  not  permit  it  to  provide  services  that  are  now  needed. 

Agriculture  was  the  dominant  indusU7  in  rural  America  at  the  inception  of  the  System  in  1916, 
but  this  is  no  longer  the  case.  Today,  only  10  percent  of  rural  America  is  directly  involved  in 
farming,  and  80  to  85  percent  of  rural  income  is  from  non-farming  sources.  Many  rural  areas 
are  now  economically  dependent  on  manufacturing,  tourisn,  or  retirement  industries.  If  the 
System  is  to  meet  its  statutory  charge.  Farm  Credit  banks  and  associations  need  the  flexibility 
to  modernize  their  operations;  they  need  the  tools  to  help  ensure  an  adeqtiate  and  efOcient  credit 
market  for  agriculture  and  the  communities  that  farmers  and  ranchers  rely  on  for  support 
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Rtak  bBfMKis  of  F^rp*"*****  Aotiioritks 

PCA  staff  has  analyzed  the  expanded  authorities  proposed  in  tbe  Clayton  Bill  to  determine 
wbether  they  increase  cm-  diminish  the  risks  facing  the  Farm  Credit  System.  Generally,  the 
proposed  changes  in  lending  authority  may  increase  stone  risks,  but  it  may  reduce  other  risks. 
For  Farm  Credit  banks  and  associations,  credit  and  management  risk  is  increased  by  the  potential 
for  lending  in  unfamiliar  areas  to  different  types  of  borrowers,  but  the  opportunities  to  diversify 
reduce  concentration  risk.  Concentration  risk  is  a  form  of  credit  risk  that  these  institutions  caimot 
avoid  because  the  System  lends  to  a  single  business  sector.  The  volatility  of  the  agricultural 
sector  makes  the  risks  associated  with  this  limitation  even  more  significant  For  example,  high 
conunodity  concentrations  in  many  Farm  Credit  institutions  expose  the  System  to  risks  associated 
with  weather,  disease,  and  adverse  developments  in  key  markets.  Commodity  and  geographic 
concentrations  also  expose  the  System  to  certain  business  risks,  such  as  changes  in  environmental 
and  governmental  farm  or  water  policies. 

Additional  diversification  decreases  business  risk  by  expanding  the  available  maiicet  base  for 
Farm  Credit  banks  and  associations.  The  agricultural  credit  market  has  expanded  at  a  very  slow 
pace  since  the  fundamental  financial  restructuring  that  occurred  in  the  agricultural  sector  in  the 
1980s.  Hence,  opportunities  for  growth  have  been  limited  for  all  farm  lenders.  This  phenomenon 
has  been  particularly  troublesome  for  Farm  Credit  banks  and  associations  because  of  the 
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limitation  of  their  charter.  The  risks  posed  by  new  lending  opportunities  are  numageable  risks, 
whereas  statutory  restraints  on  lending  authority  make  it  difQcult  to  mitigate  concentration  risks. 


The  Clayton  Bill  grants  Farm  Credit  Banks  and  direct  lending  associations  authimty  to  purchase 
loans  they  are  themselves  authorized  to  make  from  non-Farm  Credit  System  institutions. 
Currently  they  may  only  purchase  whole  loans  for  the  purpose  of  pooling  for  Farmer  Mac.  The 
new  authority  would  permit  them  to  hold  these  loans  in  portfolio.  To  the  extent  these  institutions 
rely  on  the  credit  judgment  of  the  originating  lender  or  are  not  in  a  position  to  effectively 
monitor  the  borrower,  credit  risk  could  be  increased.  However,  capital  requirements  will  act  as 
a  constraint  on  the  volume  of  these  loans  that  can  be  held  in  portfolio.  The  lack  of  geographic 
resuiction  on  the  proposed  loan  purchase  authority  would  permit  more  flexibility  in  managing 
concentration  risks  of  Farm  Credit  banks  and  associations,  but  may  increase  the  potential  for 
competition  among  System  institutions. 

The  Farm  Credit  Banks  and  direct  lending  associations  would  be  granted  expanded  authority  to 
make  rural  housing  loans  in  larger  communities  and  with  expanded  volume  limitations.  This 
authority  would  present  little  additional  credit  or  management  risk  because  these  institutions  are 
akeady  experienced  in  rural  residential  lending.  In  fact,  such  expanded  authority  presents  an 
opportunity  for  greater  diversification.  However,  the  new  authority  to  engage  in  unsecured 
consumer  lending  to  rural  residents  poses  additional  credit  risk  and  management  risk  because 
experience  with  consumer  lending  is  limited  and  the  lending  may  be  unsecured  and  to  borrowers 
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with  which  they  may  have  no  other  lending  relationship.  Losses  on  coosomer  i««*«nnv>nt  lending 
are  generally  higher  than  on  residential  mortgage  loans.  This  increases  individud  iudliitioo  risk, 
but  the  risks  presented  can  be  managed  by  sound  underwriting.  Abhoogfa  soch  lending  may  be 
indirectly  affected  by  the  health  of  rural  communities,  it  is  not  directly  afEected  by  farm  or  waier 
policy.  Hence,  this  authority  potentially  decreases  both  coocentratioa  ride  and  business  ride 

The  Clayton  Bill  expands  existing  authority  of  Farm  Credit  Banks  to  lend  to  Cum-ielated 
businesses  that  furnish  farm-related  services  directly  related  to  on-farm  operating  needs  by 
including  any  business  that  furnishes  farm-related  goods.  It  also  eliminates  the  requirement  that 
services  be  "directly  related  to  on-farm  operating  needs.'  This  would  permit  lending  to  any 
business  offering  "farm-related"  goods  or  services.  This  would  bring  die  System's  lending 
authorities  more  in  line  with  the  current  economic  structure  of  the  agricultural  sector,  and  it 
would  facilitate  the  administration  of  these  lending  programs.  Although  additional  credit  and 
management  risk  may  be  incurred  if  these  authorities  are  used  to  lend  to  industries  widi  which 
these  institutions  have  little  or  no  experience,  these  risks  can  be  managed  by  training  and  having 
skilled  people.  Concentration  risk  and  business  risk  are  potentially  reduced  by  the  more  diverse 
customer  base  and  the  increased  maricet  potential.  Also,  these  borrowers  are  themselves  less 
directly  affected  by  farm  and  water  policy  than  farmers  and  may  have  a  diverse  customer  base 
that  includes  customers  not  dependent  on  these  policies  or  die  health  of  the  agricultural  economy. 

The  Clayton  Bill  eliminates  the  "appropriate  to  on-farm  operations"  restriction  on  the  existing 
authority  of  Farm  Credit  Banks  and  direct  lending  associations  to  offer  financially  related 
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services.  This  wiUpennit  them  to  offer  a  wider  vaiiety  of  finaocially  related  senrioet.  Afthm^ 
this  anthority  cotild  result  in  increased  management  risk  if  nnfamiHar  activities  are  i»i*rtfl*^f" 
without  adeqtiate  expertise  and  pre{>aration,  this  authority  woold  provide  aa  opportunity  for 
divCTSification.  Not  only  does  it  offer  an  opportunity  to  lenenMe  fiee  icconie,  it  penniis  dieae 
services  to  be  offered  to  all  of  the  expanded  class  of  borrowers,  apfriicaats  and  membecs,  inaoy 
of  whom  may  be  less  vulnerable  to  stresses  in  the  agricultnral  economy  and  to  fovenmental 
policies  dun  the  traditional  customer  base. 

Banks  for  Cooperatives  would  be  authorized  to  lend  to  non-cooperative  parties,  either  domestic 
or  foreign,  for  elecuic  power  projects  thai  provide  eligible  entities  with  power,  power  generation 
by-products,  or  other  related  benefits  or  services  of  material  economic  benefit  to  such  eligible 
entities.  Experience  in  lending  to  this  industry  has  been  limited  to  entities  eligiMe  for  a  loan 
from  the  Rural  Electrification  Administration.  This  authority  could  pose  new  credit  and 
management  risks  if  the  projects  fmanced  under  the  new  authorities  are  significantly  more 
sophisticated  than  those  of  current  borrowers  or  if  the  authority  to  finance  'power  generation  by- 
products" permits  fmancing  of  unfamiliar  industries.  Also,  lending  to  foreign  parties  under  this 
authority  would  be  subject  to  the  hsks  of  international  lending,  such  as  currency  risk  and  political 
risk,  and  could  make  effective  credit  monitoring  more  difficult  However,  the  Banks  for 
Cooperatives  already  have  experience  managing  these  risks,  and  dus  aodxirity  ofEers  an 
opportunity  to  reduce  concentration  risk. 

Banks  for  Cooperatives  would  be  authorized  to  lend  to  non-cooperative  entities  providing  farm- 
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related  goods  or  services  to  eligible  cooperatives  when  die  financing  will  provide  a  direct  and 
material  benefit  to  an  eligible  cooperative.  Altbough  dus  aotbority  presents  some  additional 
credit  and  management  risk  to  die  extent  it  permits  lending  in  areas  that  are  mfuiiliar,  it  aDows 
an  oppcvtunity  for  diversificaticn  and  access  to  a  wider  market  diat  is  not  directly  affected  by 
governmental  agricultoral  and  water  policy. 

For  Farmer  Mac.  expanding  die  size  of  niral  communities  from  wiucfa  loans  may  be  generated 
for  pooling  appears  to  present  litde  additional  risk  and  would  expand  its  potential  market 
However,  the  loan  purchase  authority  granted  to  System  institutions  would  permit  additi(nal 
agricultural  secondary  market  activity  outside  of  the  Farmer  Mac  context  Farmer  Mac  has  not 
yet  established  its  viability.  Further  erosion  of  its  market  is  unlikely  to  benefit  Farmer  Mac. 

Conclusion 

Should  Congress  enact  this  legislation.  FCA  believes  diat  Farm  Credit  Banks  and  associations 
could  implement  the  new  audiorities  in  a  safe  and  sound  manner.  Furthermore,  wider 
diversification  and  a  larger  borrower  base  could  provide  a  safety  and  soundness  benefit  for  these 
System  institutions.  But  providing  loan  purchase  authority  to  the  banks  and  associations  could 
be  stressful  to  Farmer  Mac  at  this  point  in  its  development  In  general,  we  believe  these 
proposals,  if  implemented,  could  increase  competition  which  would  lead  to  a  more  efficient  credit 
delivery  system  for  rural  America. 

I  appredate  the  opportunity  to  appear  before  you  today,  and  stand  ready  to  reapood  to  any 
questioos  you  may  have. 
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Testimony  of 

Rick  Perry,  Commissioner 

Texas  Department  of  Agriculture 

before  the 

House  Agriculture  Subcommittee  on 

Environment,  Credit,  and  Rural  Development 

July  21, 1994 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Rick  Perry, 
Commissioner  of  the  Texas  Department  of  Agriculture.  Thank  you  for  this 
opportunity  to  appear  today  before  the  House  Agriculture  Subcommittee  on 
Environment,  Credit,  and  Rural  Development  to  discuss  expansion  of  the  Farm 
Credit  System.  Today,  I  not  only  represent  Texas  agriculture,  but  the  interests 
of  all  rural  Texas  as  well. 

Texas  agriculture  plays  a  vital  role  in  the  nation's  economy.   Food  and  fiber 
produced  in  our  state  are  integral  parts  of  America's  basic  needs  -  food,  shelter 
and  clothing.  Texas  agricultural  products  also  play  an  important  role  in 
positioning  our  nation  as  a  leader  in  the  international  food  system.  In  fact,  the 
nation's  agricultural  industry  has  been  a  mainstay  in  the  development  of  all 
sectors  of  our  economy,  particularly  the  economy  of  rural  America. 

The  world  and  our  nation  are  rapidly  changing.  Agriculture  has  found  itself 
having  to  adapt  to  those  changes  in  order  to  remain  competitive  in  the  world 
market  place.  These  structural  changes  have  resulted  in  a  redefinition  of  the 
industry's  needs.   Demographic  changes  in  both  farm  population  and  average 
farm  size  coupled  with  globalization  and  technological  advances  have  created  a 
broader  demand  for  agricultural  financial  services.   Likewise,  the  challenge  of 
developing  and  maintaining  rural  economies  adds  another  dimension  to  this 
demand. 

During  my  tenure  as  Texas  Commissioner  of  Agriculture,  our  department  has 
been  addressing  these  issues.  Texas  agriculture  is  on  the  "cutting  edge"  of  new 
development.   Our  state's  producers  are  some  of  the  best  in  the  world,  but  this 
alone  will  not  guarantee  their  future  viability.  There  are  enormous  opportunities 
available  in  adding  value  to  our  raw  agricultural  commodities,  particularly  in 
food  and  fiber  processing.  This  is  the  fiiture  of  agriculture.  Expanding  the  Farm 
Credit  System  would  increase  the  availability  of  much  needed  capital  for  rural 
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and  agricultural  businesses  involved  in  food  and  fiber  processing,  as  well  as  for 
rural  infrastructure  and  rural  housing. 

Texas  does  not  have  a  shortage  of  ideas,  products,  or  people;  however,  there  is 
one  viable  component  that  needs  strengthening  -  adequate  availability  of  capital. 
I  know  this  firsthand.  Through  my  extensive  travels  around  Texas  and  my      I 
agency's  administration  of  the  Texas  Agricultural  Finance  Authority,  I  have 
found  that  funds  at  their  current  levels  only  scratch  the  surface  of  the  state's 
agricultural  capital  needs.  An  expansion  of  the  Farm  Credit  System  is  the  right 
course  to  take  if  we  are  serious  about  meeting  the  needs  of  agriculture  and  rural 
America. 

Since  1916,  the  Farm  Credit  System  has  provided  the  producers  of  American 
agriculture  with  a  dependable  source  of  credit.   Providing  some  $54  billion  in 
loans  to  more  than  a  half  million  borrowers,  this  system  supplies  more  than  25 
percent  of  the  credit  needs  of  United  State's  agriculture. 

As  you  know,  these  loanable  funds  are  raised  through  the  sale  of  Farm  Credit 
bonds  in  the  capital  market.  This  is  an  innovative  way  to  use  public/private 
partnerships  to  strengthen  our  economy.   Broadening  the  System's  lending 
capabilities  would  stimulate  agricultural  diversification  and  provide  another 
means  for  growth  in  rural  economies. 

Agricultural  diversification  would  be  stimulated  by  funds  being  made  available 
for  value  added  processing  of  raw  commodities.   If  more  funds  were  available  in 
Texas  for  food  and  fiber  processing  the  state's  economy  could  be  enhanced 
tremendously.   For  example,  if  Texas  could  gain  1  percent  of  the  nation's  textile 
and  apparel  processing,  it  would  be  worth  $1.4  billion  in  new  sales  annually. 
That  is  a  total  economic  impact  of  $3.9  billion  and  17,700  new  jobs.   Likewise, 
if  Texas  could  capture  1  i>ercent  of  the  nation's  food  marketing  system,  the  state 
could  add  $6.86  billion  in  new  sales  and  $19.14  billion  in  total  economic  impact 
to  its  economy.   And  you  could  be  assured  that  the  rural  sectors  of  our  state 
would  enjoy  an  enormous  percentage  of  that  growth. 

Current  rules  limit  the  Farm  Credit  System's  involvement  in  such  areas.   Under 
current  law,  the  System  is  limited  to  financing  only  those  services  that  are 
provided  "on  the  farm,"  thereby  resulting  in  missed  opportunities,  which 
translate  into  lost  jobs  and  rural  Main  Streets  and  Town  Squares  being  boarded 
up  all  over  the  country.   Removing  the  "on  farm"  requirement  and  making 
businesses  that  provide  farm-related  goods  eligible  for  assistance  would  be  good 
for  all  of  agriculture  and  rural  America. 
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Expanding  the  Farm  Credit  System,  with  its  $65  billion  in  assets,  would  mean 
that  the  System  could  also  play  an  important  role  in  providing  financial 
assistance  to  rebuild  rural  communities.   Rural  communities  would  have  access 
to  financing  for  local  projects  such  as  implementing  sewer  and  water  projects, 
building  fire  houses,  maintaining  medical  services  and  constructing  bridges.     I 

Expansion  of  the  System  would  also  address  rural  housing  needs.  There  are 
many  rural  Texas  communities  with  populations  greater  than  2,500,  the  current 
limit  for  assistance.  Increasing  the  population  limit  to  communities  with 
populations  of  20,000  or  fewer  would  make  another  197  Texas  communities 
eligible  for  assistance. 

One  aspect  of  the  possible  expansion  that  we  should  not  forget  is  not  only  the 
public/private  partnerships  with  local  commercial  banks  and  other  lending 
institutions.   By  allowing  the  System  greater  power  to  buy  loans  from  local 
lending  institutions,  local  capital  can  be  fi^eed  to  make  other  loans  in  the 
community.  This  is  critical  in  rural  areas  where  local  lending  institutions  may 
not  have  high  lending  limits. 

We  should  also  note  the  System's  structure  and  the  impact  this  would  have  on 
local  economies.  The  System's  banks  and  associations  do  not  take  deposits. 
Dollars  lent  through  the  System  find  their  way  into  local  lending  institutions  and 
most  times  into  the  local  economy.   Such  a  cyclical  effect  is  significant  to  rural, 
agriculturally  based  economies.  The  impact  would  be  felt  by  industries  that 
serve  agriculture  and  the  communities  that  depend  on  agriculture  for  jobs  and 
development. 

Because  Texas  is  a  large,  diverse  state,  there  are  significant  differences  in  the 
needs  of  its  agriculture  and  rural  economies.   Likewise,  the  state's  location 
makes  it  a  vital  link  in  international  trade  under  the  North  American  Free  Trade 
Agreement.  These  and  other  factors  will  require  increased  financial  services  for 
the  countless  number  of  producers,  entrepreneurs,  and  rural  communities  that 
will  be  impacted  by  future  trade  developments. 

In  order  for  Texas  and  the  nation  to  have  increased  success  in  agriculture  and 
rural  economies,  more  resources  are  needed  than  are  currently  available. 
Expansion  of  the  Farm  Credit  System,  along  with  easing  some  of  the  excessive 
regulatory  burdens  in  our  private  lending  institutions,  can  help  provide  for  such 
success  by  providing  tools  to  rebuild  America's  rural  economy. 


118 


Mr.  Chairman,  on  behalf  of  Texas  agriculture  and  our  state's  rural  economy,  let 
me  thank  you  for  your  interest  in  our  industry  and  our  rural  way  of  life.   Your 
efforts  are  needed  to  continue  agriculture's  and  rural  America's  ability  to 
prosper.  I  would  be  happy  to  answer  any  questions  that  the  members  of  the 
Subcommittee  may  have. 
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Testimony  of 


Myron  Edleman 

Farm  Credit  borrower  & 

Director,  AgAmerica,  FCB 


Good  morning  Mr.  Chairman  and  members  of  the  subcommittee.   I  am  Myron 
Edleman,  a  cattleman  and  farmer  from  Willow  Lake,  South  Dakota  and  a  member  of  the 
board  of  directors  of  AgAmerica,  Farm  Credit  Bank.   I  appear  here  today  on  behalf  of  the 
Farm  Credit  System  to  testify  in  strong  support  of  HR  4129,  "The  Rural  Credit  and 
Development  Act  of  1994, "  introduced  by  Congresswoman  Eva  Clayton. 

We  appreciate  your  holding  this  hearing  today  and  giving  us  the  opportunity  to 
comment  on  this  important  legislation.  We  also  want  to  thank  Congresswoman  Eva  Clayton 
for  her  leadership  in  introducing  HR  4129.  The  Farm  Credit  System  views  this  hearing  as  an 
important  step  towards  enactment  of  the  bill.  We  hope  this  hearing  will  demonstrate  to 
members  the  benefits  it  offers  agricultural  producers  and  rural  communities. 

Also  testifying  today  are  Gene  Swackhamer,  president  of  the  Farm  Credit  Bank  of 
Baltimore;  Gene  Charville,  president  of  Tar  Heel  Farm  Credit  ACA,  in  Raleigh,  North 
Carolina;  and  Bill  Weber,  president  of  the  national  Farm  Credit  Council  here  in  Washington. 
They  will  explain  the  role  Farm  Credit  can  play  in  an  economic  revival  in  rural  America,  the 
competitive  landscape  for  rural  credit,  and  describe  the  benefits  offered  by  HR  4129. 

As  you  know,  Mr.  Chairman,  South  Dakotans  believe  strongly  in  being  direct  and  to 
the  point.  I  intend  to  do  that.  This  bill  will  truly  help  a  lot  of  people  who  live  in  the  rural 
parts  of  America. 

Frankly,  I  speak  from  experience  on  the  subject.  I  have  lived  in  rural  America  all  my 
life.  My  grandfather  started  our  ranch  and  farm,  and  I  am  proud  to  say  I  have  built  upon  his 
hard  work  and  dedication.  We  now  run  a  cow-calf  operation  and  raise  wheat,  com  and  alfalfa 
hay  on  about  4,000  acres  of  land  near  Willow  Lake,  South  Dakota.  With  my  son  joining  the 
business,  four  generations  of  our  family  have  made  a  living  from  our  farm  and  ranch. 

Both  agriculture  and  rural  America  have  changed  dramatically  over  the  years,  and  they 
are  continuing  to  evolve.  These  changes  are  demanding  new  responses  and  solutions,  which  is 
exactly  what  Rep.  Clayton's  bill  speaks  to. 

We  sec  a  virtual  revolution  in  farming,  with  new  production  techniques,  export 
markets,  increasing  foreign  competition,  and  environmental  regulation  dictating  the  way  we 
do  business.   We  see  declining  govenmient  support  for  agriculture  in  the  face  of  severe 
budget  pressure.   We  see  farmers  who  can't  find  a  way  to  bring  their  sons  and  daughters  into 
their  business.   We  see  Main  Street  businesses  in  our  towns  struggling  to  survive.     We  see  a 
deteriorating  tax  base  in  rural  towns  because  families  are  forced  to  move  to  cities  to  find  jobs. 
And  as  a  result,  we  see  crumbling  rural  infrastructure  that  is  inadequate  to  support  the  basic 
standards  of  a  modem  community. 

Mr.  Chairman,  you  and  your  colleagues  on  this  committee  know  better  than  most  how 
agriculture  and  rural  America  have  changed.  Agriculture  once  was  the  economy  of  rural 
America,  but  in  many  cases  agriculture  alone  is  no  longer  able  to  support  entire  rural 
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communities.  In  fact,  those  engaged  in  agriculture  inaeasingly  depend  on  the  local  rural 
economy  to  provide  off-farm  employment. 

In  my  case,  I've  been  lucky.  Willow  Lake  still  has  decent  schools,  decent  roads, 
adequate  health  care  facilities,  and  a  wonderful  sense  of  community.  My  son  has  both  the 
opportunity  and  incentive  to  stay  in  Willow  Lake,  carry  on  our  operation,  and  not  move  to  the 
city. 

But  for  all  too  many  other  rural  families,  and  in  all  too  many  other  rural  towns,  just 
the  opposite  is  the  case.  Like  Rep.  Clayton  and  the  other  sponsors  of  HR  4129,  we  believe 
the  economic  conditions  of  rural  America  have  reached  a  critical  point.  Our  rural 
communities  are  fighting  to  adapt  to  a  changing  economic  landscape.  And  right  now,  many 
are  losing  that  fight. 

It  has  also  been  my  experience,  Mr.  Chairman,  that  the  Farm  Credit  System  has  been  a 
vitally  important  resource  for  my  fellow-farmers  and  neighbors  in  rural  America.  I'm  a 
second-generation  bonower  of  Farm  Credit,  and  over  my  lifetime  I've  seen  the  Farm  Credit 
System  make  a  huge  difference  for  so  many  other  farmers  and  ranchers  because  of  its 
commitment  and  expertise  in  our  business. 

As  I  tell  my  neighbors  in  South  Dakota  and  others  wherever  I  go,  I  believe  the  Farm 
Credit  System  benefits  all  farmers  and  ranchers  —  whether  they  are  Farm  Credit  borrowers 
or  not  —  because  of  the  competition  it  brings  to  the  table.  I  have  heard  rural  commercial 
bankers  admit  they  would  charge  higher  rates  if  it  weren't  for  Farm  Credit,  because  in  some 
parts  of  the  country  there  is  no  other  alternative.  That  means  American  farmers  and  ranchers 
—  as  well  as  American  consumers  —  are  benefitting,  just  because  the  Farm  Credit  System 
exists. 

Also,  one  of  the  things  that  makes  Farm  Credit  unique  is  that  it  reverses  the  normal 
flow  of  capital.  While  many  commercial  banks  tend  to  take  local  deposit  funds  and  move 
them  into  the  city,  Farm  Credit  does  exactly  the  opposite:  We  take  capital  from  the  nation's 
securities  markets  on  Wall  Street,  and  move  it  back  to  the  country. 

What  all  this  boils  down  to  is  this: 

First,  despite  what  critics  may  tell  you,  there  are  not  enough  financial  resources 
available  to  revitalize  rural  America.  As  your  own  constituents  —  like  myself  —  are  telling 
you:  More  needs  to  be  done  to  deal  with  rural  problems,  and  not  just  by  the  government  — 
even  if  it  had  the  money.  Local  plans,  local  leaders  and  local  resources  are  the  keys  to  rural 
economic  development. 

Second,  the  Farm  Credit  System  is  an  existing,  proven  and  committed  source  to  turn 
to  for  additional  help  in  rural  America.  As  a  financial  cooperative,  the  Farm  Credit  System  is 
locally  owned  by  its  borrower-owners.  It  has  a  network  of  250  institutions  with  more  than 
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1,400  branch  offices  throughout  all  rural  areas  of  the  nation,  run  by  people  who  live  in  rural 
communities.  The  Clayton  bill  puts  the  local  expertise,  offices  and  resources  of  the  Farm 
Credit  System  to  work  on  rural  problems  —  at  no  cost  to  the  federal  govenmient 

Third,  farming  and  ranching  remain  crucial  to  rural  economic  opportunity  —  but  that 
is  not  enough  anymore,  even  for  farmers  and  ranchers.  Rural  economic  opportunity  also 
means  helping  the  related  businesses,  infrastructure  and  housing  on  which  we  in  agriculture 
also  depend. 

Mr.  Chairman,  the  Clayton  bill  builds  on  existing  activities  the  Farm  Credit  System 
already  finances.  We  already  provide  loans  for  some  farm  related  businesses  —  but  the  old 
limits  have  become  unrealistic  in  today's  world.  While  we  already  provide  rural  water  and 
sewer  and  utility  loans,  we  arc  still  prohibited  from  making  our  resources  available  to  those 
towns  that  need  hospitals,  schools  and  roads.  We  already  provide  rural  home  loans  —  but  can 
only  do  so  in  a  very  limited  number  of  communities. 

There  are  lots  of  examples  I  could  use  to  make  this  point,  but  I  will  mention  only  one. 
It  involves  a  neighbor  of  mine  from  Willow  Lake,  a  long-time  member  of  Farm  Credit,  who 
came  into  the  local  Farm  Credit  branch  two  years  ago  to  see  about  getting  his  son  started  in 
farming.  Like  most  of  us,  he  was  worried  that  his  farm  could  not  support  two  families.  But 
his  son  had  some  good  ideas  about  starting  a  grain  cleaning  business,  and  he  came  into  the 
office  with  a  sound  business  plan.  So  we  took  the  risk,  and  wc  made  him  a  loan. 

An  important  point  here  is  that  the  son  was  eligible  for  a  Farm  Credit  loan  because  he 
had  rented  a  quarter  of  land  and  was  producing  soybeans.  As  a  result,  wc  were  allowed  to 
finance  his  on-farm  grain-cleaning  business.  I'm  happy  to  say  that  over  the  past  two  years, 
his  business  has  taken  off,  and  both  the  farming  and  cleaning  operations  have  grown. 

The  problem  is  that  this  man's  success  may  force  him  out  of  Farm  Credit.  Under 
current  law  and  regulation,  we  can  finance  farm-related  businesses  provided  that  they  either 
offer  services  "on  the  farm,"  or  that  they  are  marketing  and  processing  operations  where  a 
significant  amount  of  the  commodity  is  produced  by  the  owner.  Farm  Credit  may  be  forced 
to  turn  this  success  story  away  because  the  son's  cleaning  business  has  grown  to  the  point 
where  his  own  grain  being  cleaned  is  becoming  "insignificant." 

As  you  know,  Mr.  Chairman,  Eastern  South  Dakota  has  been  unusually  wet  for  the 
past  two  years,  leading  to  quality  problems  with  what  grain  we've  been  able  to  harvest.  This 
cleaning  operation  was  able  to  salvage  marketable  bushels  from  otherwise  uimiarkctable  grain. 
It  helped  save  the  farming  operations  of  the  son,  his  father,  and  several  of  my  neighbors. 

We  ask  you,  Mr.  Chairman:  Is  this  grain  cleaning  business  not  agriculture?  Shouldn't 
wc  be  encouraging  this  kind  of  initiative  in  rural  America?  Here  is  an  example  of  a  young, 
beginning  farmer  who  turned  a  risky  operation  into  a  successful  one,  and  Farm  Credit  played 
a  key  role  in  that  success.  How  does  it  help  that  farmer,  or  agriculture,  or  the  local 
community,  if  his  success  makes  him  ineligible  to  continue  to  do  business  with  Farm  Credit? 
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The  Clayton  bill  would  ensure  that  the  Farm  Credit  System  can  continue  to  support 
this  kind  of  operation. 

One  last  point:  Our  competitors  in  the  commercial  banking  industry  have  said  this 
legislation  would  move  the  Farm  Credit  System  away  from  agriculture,  that  it  would  cause  us 
to  "abandon"  our  original  purpose. 

As  both  a  farmer  and  rancher,  who  is  a  Farm  Credit  borrower  and  director,  I  can  tell 
you  that's  nonsense.  My  livelihood  is  agriculture.  The  reason  I  am  on  the  board  of  my 
regional  Farm  Credit  Bank  is  a  simple  one:  To  make  sure  agricultural  producers  have  access 
to  the  credit  they  need.  So  long  as  Farm  Credit  remains  a  cooperative,  owned  by  its 
borrowers  like  me,  it  will  never  abandon  its  commitment  to  agriculture.  It's  that  simple. 

What  the  Clayton  bill  rcfleas  is  the  changing  realities  of  agriculture,  and  of  rural 
America.  It  also  acknowledges  the  reality  of  the  federal  budget  and  the  limits  to  govermnent 
support  for  rural  communities. 

The  opposition  to  this  bill  just  says  no,  perhaps  out  of  simple  fear  of  competition. 
They  offer  no  solutions  or  options  to  the  obvious  problems  in  rural  America.  Their  answer 
implies  the  status  quo  is  good  enough. 

In  sponsoring  HR  4129,  Representative  Clayton  has  put  forth  a  positive,  substantive 
way  to  help  solve  some  of  the  challenges  facing  rural  America.  She  is  supported  by  61  co- 
sponsors  and  more  than  SO  local  and  national  organizations.  The  Farm  Credit  System  is 
willing  to  bring  more  of  its  resources  to  bear  on  rural  development  —  as  it  already  is  doing  - 
-  to  better  support  our  traditional  customers. 

HR  4129  represents  what  Farm  Credit  can  do  for  farmers  and  rural  communities.  We 
urge  you  to  support  it  and  to  enact  it. 

Thank  you. 
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Testimony  of 


Gene  Swackhamer,  President  and  CEO 
Farm  Credit  Bank  of  Baltimore 


Good  morning  Mr.  Chairman  and  members  of  the  subcommittee.   My  name  is  Gene 
Swackhamer  and  I  am  President  and  Chief  Executive  Officer  of  the  Farm  Credit  Bank  of 
Baltimore.   I,  too,  would  like  to  thank  the  subcommittee  for  holding  this  hearing  today.   We 
in  Farm  Credit  appreciate  the  opportunity  to  express  our  support  for  Representative  Clayton's 
legislation.  This  bill  will  provide  those  who  live  and  work  in  rural  America  with  the  credit 
tools  they  need  to  compete  more  effectively  in  today's  global  economy. 

My  job  here  today  is  to  explain  how  HR  4129  will  allow  Farm  Credit  to  put  its 
resources  to  work  for  agriculttirc  and  rural  communities.   I  will  also  explain  how  the  Farm 
Credit  System  is  positioned  to  help  meet  a  broader  range  of  rural  credit  needs.  Additionally, 
I  will  talk  about  the  competitive  situation  between  Farm  Credit  and  other  rural  lenders. 

Farm  Credit:    Meeting  the  Changing  Needs  of  Agriculture  and  Rural  America 

First  Mr.  Chairman,  I  would  like  to  follow  up  on  Mr.  Edleman's  testimony  and  talk  a 
little  about  the  changing  nature  of  agriculture  and  rural  communities.  We  all  know 
agriculture  has  changed  a  lot  in  the  past  and  will  continue  to  evolve  in  the  future.  To  remain 
competitive,  producers,  cooperatives  and  agri-businesses  demand  more  financing  options, 
more  sophisticated  financial  products  and  services,  and  high  quality  service  at  reasonable  cost. 
At  the  same  time,  rural  communities  face  mounting  obstacles  as  they  strive  to  finance  the 
infrastructure  requirements  of  a  changing  economic  base. 

Farm  Credit  is  already  working  hard  to  meet  the  changing  needs  of  its  customers.  We 
are  lending  to  farmer-owned  agribusinesses,  rural  home  buyers,  telephone  and  electric 
utilities,  and  rural  water  systems,  in  addition  to  traditional  agricultural  producers. 
Unfortunately,  even  in  our  core  farm  business,  cunent  law  and  regulations  are  limiting  our 
ability  to  provide  producers  and  cooperatives  with  the  services  they  need.   Statutory  and 
regulatory  restrictions  also  severely  hamper  our  ability  to  make  loans  for  rural  infi'astructure 
improvements,  rural  housing,  and  rural  businesses. 

Let  me  give  you  some  examples  of  what  I'm  talking  about: 

-  In  south  central  Nebraska,  a  grain  elevator  and  farm  supply  business  had  an  existing 
relationship  with  a  large  regional  bank.  The  owners  of  the  business  became  dissatisfied  with 
the  service  they  were  receiving  from  the  bank  and  tried  to  refinance  with  a  local  community 
bank.   They  requested  a  $5  million  line  of  operating  credit.   The  business  owners  were  told 
that  the  bank  was  unable  to  handle  the  loan  because  of  regulatory  lending  limits  on  banks  of 
their  size. 

Still  wanting  to  finance  through  a  local  lender,  the  owners  approached  Farm  Credit 
and  asked  us  to  participate  in  the  loan  with  the  local  bank.   We  analyzed  the  business  and 
found  it  to  be  credit  worthy.   However,  we  were  forced  to  turn  this  customer  away  because 
current  law  says  Farm  Credit  can  only  finance  businesses  that  are  owned  solely  by  farmers. 
Today,  the  owners  continue  in  an  unsatisfactory  financing  arrangement. 
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In  a  situation  like  this  everyone  loses:  The  community  bank  loses  because  they 
couldn't  make  the  loan.  The  town  loses  because  the  revenue  generated  by  local  business  is 
lost.   Farm  Credit  loses  because  it  is  prevented  from  serving  a  customer.   The  grain  and 
supply  dealer  loses  because  his  financing  options  are  limited  and  he  is  stuck  with  a  lender 
facing  no  competition  and  delivering  poor  service.  The  Clayton  bill  would  make  everybody  a 
winner  in  this  situation. 

•  A  grain  farmer  outside  of  Fargo,  North  Dakota,  bought  a  grain  elevator  to  diversify 
his  operation  and  financed  it  through  Farm  Credit.   He  begins  buying  commodities  from  other 
farmers.   Eventually,  to  limit  his  personal  liability,  the  farmer  incorporates  the  elevator 
business,  gives  some  employees  some  ownership  percentage,  or  takes  on  a  non-farmer 
partner.   If  he  docs  any  of  these  things,  he  becomes  ineligible  to  borrow  from  Farm  Credit 
and  is  forced,  at  considerable  cost,  to  refinance  his  loan  somewhere  else. 

•  A  30-year  member  of  Farm  Credit  located  in  the  Jackson  Purchase  area  of  Western 
Kentucky  requested  $4  million  to  finance  his  popcorn  processing  plant.   Although  we  were 
able  to  finance  his  farming  operation,  he  was  unable  to  use  us  to  finance  the  popcorn 
processing  plant  because  of  a  variety  of  restrictions  in  the  current  law.   Ironically,  Farm 
Credit  actually  finances  a  number  of  the  producers  that  provide  com  to  this  processing  plant. 
These  farmers  depend  on  the  success  of  this  plant  to  provide  a  ready  market  for  their  product. 
Their  cooperative,  Farm  Credit,  should  have  been  able  to  make  this  loan  and  indirectly 
support  them. 

-  In  the  same  area,  a  big  new  poultry  integrator  opened  a  plant.  As  a  result,  many  of 
the  area's  farmers  have  put  in  poultry  operations.  To  serve  their  needs,  several  farm  supply 
stores  have  opened  locally.  Again,  because  of  legal  limits,  we  were  unable  to  finance  these 
suppliers.  As  a  result,  these  small  start-up  business  had  to  get  Small  Business  Administration 
guarantees  to  obtain  loans  from  local  commercial  banks  and  pay  a  2  percent  user  fee  to 
participate  in  the  SBA  program. 

•  In  Dyersville,  Iowa,  a  man  who  previously  had  financed  a  farm  purchase  through 
Farm  Credit  contacted  us  seeking  $1.5  million  to  finance  a  milk-hauling  and  farm  equipment 
business.  Although  the  borrower  was  credit  worthy,  we  were  not  able  to  make  the  loan 
because  the  man  had  sold  his  farm  to  his  son  so  that  he  could  concentrate  on  this  other 
business.   As  a  result  of  his  diversifying  his  operation,  he  became  ineligible  for  Farm  Credit 
financing. 

•  Similarly,  in  Union  County,  North  Carolina,  a  poultry  farmer/integrator  with  a  loan 
from  Farm  Credit  wanted  to  go  into  a  partnership  with  a  produce  broker  to  construct  a  cold 
storage  facility.  This  facility  would  give  local  producers  another  market  for  their  products. 
We  could  not  make  the  loan  because  the  farmer's  partner  did  not  produce  product,  nor  did  the 
facility  provide  an  "on-farm"  service  to  farmers.  The  congressional  charter  under  which  Farm 
Credit  operates  severely  limits  us  from  financing  agriculturally  related  off-farm  enterprises. 
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•  In  Wisconsin,  we  cannot  finance  a  feed  mill  operation  that  performs  services 
exclusively  for  local  farmers.   The  business  is  ineligible  to  borrow  from  Farm  Credit  because 
it  provides  most  services  at  the  feed  mill  and  only  some  on  the  producer's  actual  farm.  And 
Farm  Credit  is  severely  restricted  from  lending  to  off-farm  enterprises. 

•  A  cotton  processing  facility  in  Georgia  requested  a  loan  from  Farm  Credit  to 
purchase  equipment  to  update  their  cotton  gin.   Current  law  and  regulation  forced  Farm  Credit 
to  turn  down  the  request  because  one  of  the  gin's  owners  was  not  a  farmer.   Similarly,  a  rice 
processing  facility  in  Greenville,  Mississippi,  is  not  eligible  because  its  owners  are  not  all 
farmers. 

All  of  these  examples  are  real,  and  they  reflect  the  changing  agricultural  landscape. 
They  are  just  a  few  of  the  many  situations  facing  Farm  Credit  and  our  borrowers  across  the 
country.   American  farmers  are  adapting  to  meet  the  challenges  presented  them.   They  need 
for  their  lender  to  adapt  as  well.  The  Clayton  bill  recognizes  the  changes  and  responds  to 
them.   It  would  allow  Farm  Credit  to  serve  each  of  these  farm-related  enterprises. 

Some  of  the  opposition  to  the  Clayton  bill  would  have  you  believe  that  provisions  like 
these  move  Farm  Credit  away  from  its  traditional  mission  —  supporting  farmers. 

Don't  buy  it. 

If  I  walked  into  my  board  room  tomorrow  and  told  my  farmer/directors  that  we  should 
take  resources  away  from  agriculture  and  place  them  somewhere  else,  I  would  be  the  only 
thing  that  got  placed  somewhere  else.  Every  proposal  in  HR  4129  benefits  farmers  while 
they  help  meet  other  rural  credit  needs. 

If  the  bill  allows  us  to  finance  a  county's  road  improvements,  who  benefits?   The 
farmers  whose  grain  or  livestock  has  to  be  trucked  to  market  as  well  as  all  rural  businesses 
that  depend  on  fast  transportation  to  maintain  their  link  to  outside  markets. 

If  the  bill  allows  Farm  Credit  to  make  more  rural  housing  loans,  who  benefits?   Well, 
obviously,  the  person  who  receives  the  loan  benefits  because  they  have  an  added  source  of 
competition  for  their  business.   But  the  farmer  also  benefits  because  Farm  Credit  is  able  to 
spread  its  overhead  cost  aaoss  more  loans  and  deliver  lower  interest  rates  to  farm  borrowers. 

Under  HR  4129,  a  company  supplying  beneficial  products  and  services  to  a  farmer 
cooperative  could  obtain  a  loan  from  one  of  our  Banks  for  Cooperatives.   Who  benefits  from 
this  business  service?  A  cooperative.  Who  benefits  from  the  cooperative?  The  farmers  who 
own  it.   In  addition,  the  community  as  a  whole  benefits  from  the  continued  success  of  a  local 
business,  which  brings  jobs  and  revenue  to  the  town. 

Mrs.  Clayton's  legislation  would  allow  us  to  finance  rural  hospitals,  rural  schools,  and 
other  rural  community  facilities.  Again,  who  benefits?   Who  lives  in  rural  communities  and 
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can  take  advantage  of  these  services?   Farmers  and  all  other  rural  citizens  who  depend  on 
these  facilities. 

Like  Myron  said  in  his  testimony,  "Farm  Credit  is  owned  by  agriculture.   It  exists  to 
serve,  first  and  foremost,  agriculture."   Our  ability  to  serve  agricultural  producers  is  enhanced 
by  this  legislation.  We  can  do  more  to  help  farmers  if  Congress  passes  this  bill.  At  the  same 
time  we  can  provide  needed  capital  in  rural  communities. 

Farm  Credit  is  Positioned  to  Boost  the  Economic  Vitality  of  Rural  America 

In  the  battle  to  give  our  rural  communities  the  tools  they  need  to  compete  for  jobs  for 
their  citizens,  Farm  Credit  can  provide: 

•  Access  to  the  national  and  international  money  markets 

•  An  existing  nationwide  network  of  lending  offices 

•  Local  expertise  gained  through  years  of  experience  meeting  local  credit  needs 

And  importantly,  it  provides  all  of  these  benefits  at  no  cost  to  the  federal  government. 

The  Farm  Credit  System  puts  the  resources  of  the  world's  capital  markets  to  work  for 
rural  America.   We  do  not  take  deposits.   We  fund  our  lending  operations  by  selling  bonds 
and  notes  on  Wall  Street.  This  mechanism  reverses  the  usual  flow  of  capital,  taking  it  from 
urban  money  centers  and  bringing  it  to  rural  conmiunities. 

For  more  than  75  years.  Farm  Credit  has  provided  farmers  with  a  stable  source  of 
competitively  priced  aedit.  The  Clayton  bill  would  preserve  and  enhance  this  benefit  for 
farmers  while  also  using  it  to  boost  rural  jobs,  rural  infrastructure,  and  rural  housing. 

Several  members  of  Congress  have  noted  the  credit  crunch  for  small  businesses,  many 
of  which  are  in  rural  areas.   Some  congressional  members  have  proposed  the  creation  of  a 
secondary  market  for  small  business  loans  to  provide  these  businesses  with  access  to  a  larger, 
more  liquid  source  of  capital.   Farm  Credit's  structure  can  provide  similar  benefits.  HR  4129 
would  plug  rural  businesses  into  the  pipeline  of  capital  that  flows  through  the  nation's  money 
markets. 

Besides  access  to  capital,  Farm  Credit  offers  an  existing  nationwide  network  of 
lending  offices  experienced  in  meeting  rural  needs.   Farm  Credit  has  some  250  financial 
institutions  with  over  1,400  lending  offices  nationwide.  Virtually  every  rural  county  in  the 
country  is  served  by  a  nearby  Farm  Credit  office.   By  enacting  the  Clayton  bill.  Congress  can 
assist  in  funneling  much-needed  resources  through  this  nationwide  lending  network  to  small 
towns  and  rural  areas. 

Each  of  these  offices  is  controlled,  owned  and  operated  by  people  who  live  and  work 
in  rural  communities.  They  are  members  of  local  civic  groups,  churches  and  school  boards. 
They  are  involved  in  any  number  of  community  activities.   Who  better  to  decide  what 
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projects  have  the  best  chance  of  success  or  can  provide  the  biggest  boost  to  the  local 
economy  than  the  people  who  live  and  work  there? 

Competition  for  Rural  Loans 

Competition  between  commercial  lenders  and  Farm  Credit  has  kept  down  interest  rates 
to  farmers  for  more  than  75  years.   The  Clayton  bill  would  provide  this  same  benefit  to 
agribusinesses,  rural  homebuycrs,  and  rural  communities.  The  more  competition  for  a  loan, 
the  better  the  deal  for  the  consumer. 

Right  now  the  trends  for  competition  in  the  banking  industry  look  good  for  bank  stock 
investors  but  not  too  good  for  bank  customers.  The  number  of  banks  in  America,  particularly 
rural  America,  is  falling.    Mergers,  acquisitions,  and  liquidations  have  taken  their  toll  on  the 
competitive  environment  over  the  past  10  years. 

Concentration  of  bank  assets  within  a  few  of  the  largest  institutions  is  becoming  more 
prevalent.   And  the  pace  is  expected  to  pick-up.  A  recent  study  of  the  financial  services 
industry  by  the  Bank  Administration  Institute  revealed  some  startling  figures.   From  1990  to 
2000,  the  number  of  banks  with  assets  of  under  $1  billion  is  expected  to  fall  by  25  percent. 
The  number  of  thrifts  is  expected  to  drop  by  two-thirds.   Conversely,  the  survey's  participants 
believed  the  number  of  banks  with  assets  of  between  $25  billion  and  $100  billion  will  climb 
by  60  percent. 

Similarly,  USDA  research  shows  that  the  number  of  banks  in  rural  areas  fell  by  about 
10  percent  in  just  four  years,  from  1986  through  1990.   As  local  banks  merge  with  or  are 
bought  by  larger  regional  banks,  they  lose  some  of  the  flexibility  required  in  local  lending. 
Large  regional  banks  are  less  likely  to  be  closely  in  touch  with  the  special  needs  of  small 
rural  communities  and  businesses.   The  locally  owned  and  operated  Farm  Credit  lending 
associations  ensure  that  we  understand  local  conditions  and  are  responsive  to  our  rural 
customers. 

The  Qayton  bill  will  give  farmers  and  others  more  choices.   We  can  and  do  foster 
greater  competition  among  lenders.   Ultimately,  the  consumer  will  benefit  the  most  from 
increased  competition. 

Many  of  the  opponents  of  this  bill  I  am  sure  would  agree  with  my  analysis  of  the 
benefits  of  competition.  They  have  said  many  times  that  they  support  competition,  so  long  as 
it  is  fair  competition.  They  believe  that  Farm  Credit  offers  unfair  competition. 

Again,  don't  buy  it. 

The  General  Accounting  Office  issued  a  report  this  year  that  said,  "GAO's  economic 
analysis  did  not  reveal  evidence  of  unfair  competition  by  the  System.   While  some  System 
institutions  have  been  lending  aggressively,  FCA  found  that  such  lending  was  legitimate 
competition  in  nearly  all  cases." 
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GAO  found  that  Farm  Credit's  GSE  status  provided  it  with  "some  cost  advantages"  on 
long-term  loans  over  small  rural  banks,  but  not  large  banks,  and  certainly  not  insurance 
companies.  The  agency's  analysis  of  interest  rates  on  agricultural  loans  across  the  country 
found  that  Farm  Credit  rates  were  firmly  in  the  middle  of  the  range.   Obviously,  there  are 
variances  in  local  areas. 

In  some  states,  particularly  in  the  Midwest,  Farm  Credit  rates  to  farmers  are  slightly 
below  average,  according  to  GAO.   We  attribute  this  less  to  a  funding  cost  advantage  and 
more  to  a  willingness  by  Farm  Credit  to  accept  a  smaller  rate  of  return  on  loans  to  farmers. 
Commercial  banks,  on  the  other  hand,  are  faced  with  choosing  between  relatively  small  profit 
margins  on  a  loan  to  a  farmer  and  relatively  large  profit  margins  on  a  number  of  other 
investment  opportunities.   Like  most  businesses,  their  incentive  is  to  choose  the  higher  rate  of 
return. 

Mr.  Chairman,  to  summarize,  agriculture  and  rural  America  are  changing,  and  with 
them  their  credit  needs.   Our  nation's  farmers  arc  becoming  more  dependent  on  local 
economies  to  sustain  their  way  of  life.   The  definition  of  farming  and  agriculture  is  expanding 
beyond  the  farm  gate.  American  agriculture  needs  our  support  as  it  fights  to  compete  in  the 
global  market  place. 


At  the  same  time,  rural  communities  face  troubled  economic  times.  They  need 
investment  to  improve  infrastructure,  housing,  education,  health  care,  and  other  vital  services 
so  they  can  compete  for  jobs,  and  maintain  their  population  base. 

Farm  Credit  can  help  solve  some  of  the  problems  facing  farmers  and  rural 
communities.   We  realize  that  even  if  you  passed  the  Clayton  bill  tomorrow,  we  won't  have 
the  ability  to  revitalize  rural  America  on  our  own.   It  is  going  to  take  all  of  us,  using  every 
resource  available,  to  make  our  rural  conmiunities  strong  and  competitive.   We  believe  HR 
4129  tcikes  an  existing  resource  and  puts  it  to  work  for  rural  citizens  —  at  no  cost  to  the 
taxpayer. 

Representative  Clayton  and  61  of  her  colleagues  propose  to  provide  millions  of  rural 
people  with  access  to  the  resources  of  the  world's  capital  markets.  They  want  to  put  Farm 
Credit's  nationwide  network  of  locally  owned  and  controlled  lending  offices  to  work  solving 
rural  credit  problems. 

We  agree  and  urge  the  committee  to  support  HR  4129  and  the  principles  it  represents. 
Pass  the  Clayton  bill. 

Thank  you. 
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Testimony  of 


Gene  Charville,  President 
Tar  Heel  Farm  Credit,  ACA 


Good  moniing  Mr.  Chairman  and  members  of  the  Subcommittee.   My  name  is  Gene 
Charville  and  I  am  President  of  Tar  Heel  Farm  Credit.   We  are  an  Agricultural  Credit 
Association  serving  the  credit  needs  of  agricultural  producers  and  rural  home  owners  in  12 
counties  in  central  and  eastern  North  Carolina.   Currently  our  association  provides  credit 
services  to  approximately  3000  farmers.   We  finance  the  homes  of  about  500  rural  families. 
All  together,  our  association  has  nearly  $220  million  invested  in  our  local  North  Carolina 
communities.  Tar  Heel  is  affiliated  with  the  Farm  Credit  Bank  of  Columbia.  South  Carolina. 

First  of  all  Mr.  Chairman.  I  would  like  to  thank  Representative  Clayton  for  her  work 
on  behalf  of  the  North  Carolina  communities  that  we  serve.   Her  efforts  to  bring  resources  to 
bear  on  the  agricultural  and  rural  development  challenges  facing  the  First  Congressional 
District  are  very  much  appreciated  by  me,  my  farmer  Board  members,  and  all  of  the  fanners 
and  rural  citizens  we  serve.  Tar  Heel  Farm  Credit  enthusiastically  supports  HR  4129  and 
looks  forward  to  using  the  tools  it  provides  to  spur  economic  growth  in  our  territory. 

Rural  Credit  Needs  Unmet 

Mr.  Chairman,  as  someone  who  lives  and  works  in  rural  America,  I  see  the  very  real 
needs  facing  our  burners  and  communities.  As  Mrs.  Clayton  knows  firsthand,  rural  people 
face  daily  hardships  as  they  meet  the  challenges  of  living  and  working  in  a  rural  area.  In 
many  areas,  this  way  of  life  has  become  increasingly  burdensome  as  rural  communities  have 
declined  and  the  challenge  of  surviving  as  a  farmer  has  become  more  difficult.   Rural 
communities  are  unable  to  offer  the  economic  opportunities  to  keep  the  next  generation  in  the 
rural  community  where  they  were  raised.  The  average  age  of  our  customers  is  58  and  has 
increased  every  year  for  the  past  two  decades.  Young  people,  the  next  generation  of  farmers, 
are  leaving  the  rural  area.  TJiey  see  the  lack  of  economic  vitality  and  lack  of  opportunity. 
HR  4129  can  help  restore  economic  strength  to  all  of  rural  America. 

Farmers  across  the  country  face  many  problems  and  uncertainties  with  the 
commodities  they  produce.  External  forces  far  beyond  the  control  of  the  farmer  affect  the 
income  producing  potential  of  nearly  every  commodity.   Often  a  rural  coimnunity,  or  even  an 
entire  county,  can  be  entirely  dependent  on  the  fate  of  one  or  a  few  crops.    In  our  case,  nearly 
half  of  our  customers  are  tobacco  farmers.  They  rely  on  income  from  the  sale  of  their 
tobacco  crop  to  buy  their  groceries,  to  educate  their  children,  meet  their  payroll  or  pay  their 
taxes. 

Like  all  of  us,  they  see  forces  beyond  their  control  presenting  nearly  insurmountable  hurdles 
to  them  continuing  in  the  only  occupation  that  they  know.   Nearly  everyday  they  see  negative  news 
regarding  tobacco.   While  many  Americans  may  agree  with  this  negative  dnmibeat  in  the  news,  or 
are  indifferent  to  it,  for  us  and  our  customers  it  places  our  livelihoods  in  peril. 

We  are  searching  for  answers.   We  are  looking  for  ways  to  help  rural  people  and  their 
communities  prosper  once  again.   We  want  our  communities  to  be  strong  and  viable  to  produce 
jobs  to  fill  the  void  if  tobacco  declines.   Let  us  use  the  provisions  of  HR  4129  to  provide  this  help. 
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Farm  Credit  Can  Help  Meet  Rural  Credit  Needs 

We  believe  that  Farm  Credit  can  help  in  meeting  the  needs  of  a  changing  rural  economy. 
As  Myron  and  Gene  testified.  Farm  Credit  is  uniquely  positioned  to  reverse  the  traditional  flow  of 
capital.   We  can  bring  vast  resources  to  bear  on  rural  development.   My  association  has  over  $36 
million  in  capital.  The  farmers  who  own  that  capital  want  to  leverage  it  to  improve  their 
commimities.   Representative  Clayton's  bill  will  let  us  do  that  by  funding  some  of  the  business, 
infrastructure  and  housing  needs  in  North  Carolina. 

Tar  Heel  Farm  Credit  has  1 1  offices  in  the  territory  that  we  serve.   Each  of  those  offices  has 
trained,  experienced  loan  officers  who  know  and  understand  the  realities  of  the  local  economic 
situation.  They  see  the  businesses  that  are  providing  jobs  for  their  neighbors.  They  find  out  about 
local  entrepreneurs  with  new  ideas.  They  know  when  their  town  can't  find  financing  to  build  roads, 
upgrade  sewer  systems,  purchase  fire  and  emergency  equipment,  or  build  new  schools. 

Farm  Credit's  local  financial  professionals  are  a  resource  for  their  community.   But  they  are 
a  resource  which  can  only  be  fully  tapped  if  current  law  is  changed.  The  Clayton  bill  would  tap 
this  resource. 

Competition  Helps  Borrowers 

The  market  share  of  Farm  Credit  System  institutions  varies  widely  across  the  coimtry.  At 
Tar  Heel  Farm  Credit,  we  currently  have  approximately  50%  of  the  market  share  of  agricultural 
loans  in  our  territory.   We  have  always  operated  in  competition  with  many  banks  and  other 
commercial  lenders  that  operate  in  our  marketplace.   We  don't  do  business  with  all  farmers,  but  all 
farmers  benefit  from  us  providing  a  source  of  competition.   Sometimes  we  win  accounts,  sometimes 
other  lenders  win  accounts.   Agricultural  lending  has  become  increasingly  competitive.   We 
welcome  the  opportunity  to  operate  in  such  a  competitive  environment,  for  competition  benefits 
everyone. 

Competition  not  only  means  lower  rates  to  customers,  but  also  better  service.   The  stiffer  the 
competition  for  a  loan,  the  better  the  deal  for  the  borrower.    It's  simple  economics  at  work. 

In  addition,  for  every  loan  we  make,  a  commercial  bank  in  our  area  receives  deposits  and 
provides  other  services,  since  Farm  Credit  does  not  take  deposits.  The  more  we  can  expand  the 
economic  pie,  the  better  the  situation  for  commercial  banks  and  the  entire  rural  economy.   If  our 
lending  activity  can  revitalize  a  single  rural  business,  banks  and  the  entire  community  will  benefit 
from  it.   Banks  will  continue  to  provide  services  and  benefit  from  the  improved  prosperity  that  HR 
4129  will  provide  for  rural  communities. 

HR  4129  Benefits  Farmers  and  Ranchers 

The  provisions  of  HR  4129  will  benefit  all  rural  residents.   It  will  improve  their  way  of  life. 
It  will  also  provide  many  benefits  and  opportunities  for  farmers  and  ranchers.   In  addition  to 
revitalizing  their  communities  and  providing  an  additional  source  of  credit  to  the  businesses  they 
depend  on.  it  will  help  assure  that  Farm  Credit  will  continue  to  be  a  source  of  credit  despite 
declining  numbers  of  farmers. 
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The  provisions  of  HR  4129  provide  many  benefits  for  the  farmers  and  ranchers  that  we  have 
always  served.   The  Farm  Credit  System  currently  has  authority  to  provide  limited  financial 
services  and  rural  home  financing.   These  services  benefit  our  farmer  customers  by  lowering  our 
overhead  costs.   Without  rural  housing  lending  we  would  have  fewer  office  locations  and  less  staff 
to  serve  our  farm  customers.   It  helps  us  provide  local  service  at  a  competitive  level. 

HR  4129  Can  Benefit  all  of  Rural  Ameiica 

Tar  Heel  Farm  Credit  and  the  entire  Farm  Credit  System  were  established  to  meet  the  unmet 
credit  needs  for  farmers  and  to  assure  that  a  dependable  and  reliable  source  of  credit  would  always 
be  available.   Tar  Heel  Farm  Credit  has  been  fulfilling  this  need  for  farmers  since  1917.   Rural 
communities  and  rural  residents  now  have  needs.   Fortunately,  the  Farm  Credit  System  is  there  to 
provide  the  capital,  the  experienced  staff,  the  network  of  offices,  the  commitment,  and  the  desire  to 
meet  this  task.   Unfortunately,  current  law  prevents  us  fi-om  fully  providing  these  benefits  to  rural 
communities. 

Mr.  Chairman,  we  are  at  a  turning  point.   We  can  sit  back  idly  while  we  continue  to  see 
rural  populations  decline,  rural  communities  weaken,  opportunities  erode,  and  hopes  fade  for  the 
farmers  and  rural  residents  who  have  built  this  country.   Instead,  I  hope  that  we  seize  the 
opportunity  that  is  before  us.   Let's  work  together  to  revitalize  our  rural  communities,  strengthen  the 
economies  of  our  small  towns,  and  restore  hope  to  the  millions  that  produce  our  food  and  fiber  and 
continue  to  live  and  work  in  rural  America. 

Let's  work  together  to  rebuild  rural  America. 

Thank  you. 
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Testimony  of 


William  R.  Weber,  President  and  CEO 
The  Farm  Credit  Council 


Mr.  Chainnan,  I  am  Bill  Weber,  President  and  CEO  of  The  Farm  Credit  Council.   I 
will  briefly  review  our  message  today. 

There  are  six  major  points,  and  they  are  very  simple. 

First,  rural  America  needs  help.  Local  initiatives,  developed  by  local  leaders  and 
residents,  are  the  key  rural  economic  development. 

Second,  the  Farm  Credit  System  can  help.  In  fact,  we  are  an  obvious  and  logical 
source  of  help,  because: 

•  The  Farm  Credit  System,  as  a  financial  cooperative,  already  provides 
significant  economic  resources  to  local  rural  businesses  and  communities.  Farm 
Credit  directors  and  employees  live  and  work  and  rural  America. 

■  The  Farm  Credit  System  is  unique  among  private  financial  institutions, 
because  of  the  way  in  which  it  brings  capital  into  rural  America.  We  bring  the 
resources  of  Wall  Street  to  the  needs  of  Main  Street. 

•  The  Farm  Credit  System  does  this  at  no  taxpayer  expense.  It  does  not  add  to 
the  federal  budget,  or  to  the  federal  deficit. 

Third,  Rep.  Clayton's  bill  helps  rural  America  in  two  ways: 

It  helps  us  to  better  help  agriculture,  which  in  turns  helps  rural  America. 

And  it  helps  rural  America  directly.  As  our  earlier  witnesses  pointed  out, 
helping  rural  America  is  something  the  Farm  Credit  System  is  already  allowed 
to  do  in  a  very  limited  way,  and  it  is  something  that  is  becoming  critically 
important  for  the  farmers,  ranchers  and  cooperatives  we  serve. 

Fourth,  If  the  Farm  Credit  System  is  to  help,  we  need  to  keep  pace  with  the  changing 
realities  of  both  agriculture  and  rural  America,  consistent  with  our  mission. 

Ever  since  Congress  created  the  System  in  1916,  it  has  regularly  and  repeatedly 
updated  our  mission  to  keep  pace  with  rural  needs.  It  updated  Farm  Credit's 
charter  first  to  include  short-term  production  financing,  then  cooperative 
financing,  then  rural  water  and  sewer  and  utility  lending,  and  then  international 
export  finance. 

HR  4129  is  a  logical  and  necessary  progression  that  will  allow  the  Farm  Credit 
System  to  continue  to  serve  the  evolving  needs  of  both  agriculture  and  of  rural 
America,  consistent  with  its  responsibilities  to  perform  in  a  safe  and  sound 
manner  as  a  major  financial  service  institution. 
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Fifth,  we  can't  do  it  all.  Let's  be  realistic  —  this  bill  is  not  the  solution  to  all  of  rural 
America's  problems. 

But  neither  can  the  commercial  banks  do  it  all.  And  neither  —  especially  — 
can  the  federal  government  do  it  all.  HR  4129  is  a  positive  and  necessary  step 
in  the  right  direction.  And  so  far,  Mr.  Chairman,  we  haven't  seen  any  other 
workable  alternatives  for  how  to  get  rural  America  the  capital  it  so  desperately 
needs. 

And  that  leads  into  my  last  point,  Mr.  Chairman:  To  deny  the  Clayton  bill  is  to  deny 
there  are  unmet  needs  in  rural  America. 

Does  anyone  seriously  think  the  status  quo  in  rural  America  is  good  enough?  Is 
there  any  other  alternative  out  there,  that  can  be  put  in  place  now?  And 
without  massive  new  government  programs  or  mandates  on  commercial 
lenders? 

The  question  isn't,  "Is  economic  development  needed  in  rural  communities?" 
The  question  is,  "Where  are  those  resources  going  to  come  from?"  Rural 
America  needs  the  help  that  the  Clayton  bill  provides. 

Again,  thank  you  for  this  opportunity  to  bring  these  issues  to  the  committee's  attention. 

Please  pass  HR  4129. 
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TESTIMONY  OF 
JEFFRET  L.  PLAGGE 

on  behalf  of 

THE  AMERICAN  BANKERS  ASSOCIATION 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  pleased  to  be  here  on 
behalf  of  the  American  Bankers  Association  (ABA)  to  participate  in  this  hearing  on  H.R, 
4129,  the  Rural  Credit  and  Development  Act  of  1994.   I  am  Jeff  Plagge,  President  of  the 
First  National  Bank  of  Waverly,  Iowa.  I  currendy  serve  as  the  Chairman  of  the  ABA's 
Agricultural  Bankers  Executive  Committee,  and  as  the  Chairman  of  ABA  Rural  Economic 
Development  Task  Force.  Approximately  94  percent  of  ABA  members  are  community 
banks  with  assets  of  less  than  $500  million,  and  the  vast  majority  of  these  banks  serve 
predominantly  agricultural  communities. 

The  ABA  looks  forward  to  working  with  the  Congress  and  the  Administration  to 
increase  rural  economic  development  efforts.   With  a  network  of  approximately  20,000 
banks  and  branches  located  in  rural  communities  (outside  of  metropolitan  statistical 
areas),  the  banking  industry  is  uniquely  positioned  to  assist  in  this  effort.  My  bank  is  no 
different.  The  First  National  Bank  of  Waverly  is  a  small,  independentiy  owned,  85 
million  dollar  bank,  which  serves  a  rural  community  of  approximately  9,000  in 
population,  located  in  the  north-east  part  of  Iowa.  A  significant  portion  of  our  loans  are 
comprised  of  family  farming  operations,  rural  housing  and  rural  businesses. 

Mr.  Chairman,  let  me  begin  by  stating  that  while  the  commercial  banking 
community  certainly  is  supportive  of  workable  rural  development  initiatives,  the  ABA 
remains  opposed  to  all  provisions  under  H.R.  4129  seeking  to  expand  the  current  lending 
authorities  of  the  Farm  Credit  System.  There  would  be  nothing  authorized  by  this 
legislation  that  would  provide  credit  for  rural  communities  that  is  not  already  provided  by 
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a  wide  variety  of  private  lending  institutions  which  are  currently  subjeaed  to  stria 

regulatory  guidelines  governing  safe  and  sound  lending  practices  with  proper  taxpayer 
protections.   Simply  expanding  the  lending  authority  of  the  Farm  Credit  System  will  not 
increase  the  amount  of  credit  available  to  rural  individuals  and  businesses  lacking  the 
adequate  resources,  such  as  equity  capital,  necessary  to  obtain  bank  credit  within  the  bank 
regulatory  framework  today.   For  the  record,  I  have  attached  to  my  testimony  an  ABA 
section-by-section  analysis  of  H.R.  4129,  which  details  specific  reasons  for  the  banking 
industry's  opposition  to  this  legislation. 

While  the  banking  community  agrees  that  certain  funding  gaps  do  exist  for  rural 
communities,  there  is  no  credit  gap  for  borrowers  in  rural  areas  who  meet  bank 
regulatory  standards.   While  bankers  are  committed  to  the  economic  vitality  of  their 
communities,  their  banks  must  continue  to  operate  within  the  parameters  of  safety  and 
soundness  laid  out  by  their  internal  policies  and  the  bank  regulators.  Although  bankers 
would  like  to  view  all  potential  local  development  projects  in  an  optimistic  manner,  they 
must  allow  economic  realities  to  guide  them  to  lend  in  responsible  and  prudent  ways. 
While  there  is  an  abundance  of  capital  available  today,  and  while  banks  are  prepared  to 
make  all  the  loans  credit  worthy  borrowers  need,  banks  cannot  forego  responsible  and 
sound  lending  policies.  We  are  becoming  more  creative  in  the  ways  we  utilize  programs 
to  assist  borrowers  who  need  financial  assistance  (such  as  federal  guarantee  programs),  but 
bankers  must  ensure  that  loans  are  sound. 
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For  many  communities  across  the  country  banks  remain  financial  lifelines, 

dedicated  to  sustaining  businesses,  families,  and  agricultural  interests  through  challenging 
times.   Unfortunately,  even  as  banks  strive  to  assist  rural  communities,  they  share  a 
growing  concern  about  their  own  community's  future  economic  viability.   Frankly,  some 
rural  towns  are  dying  while  many  others  are  struggling  for  their  very  existence.   As 
employment  opportunities  disappear,  skilled  workers  and  the  young  are  migrating  from 
rural  to  urban  areas  in  search  of  jobs.   Local  governments  are  faced  with  reduced  tax 
bases  and  deteriorating  infirastructures. 

This  is  not  to  say  that  more  cannot  be  done  in  rural  areas  to  assist  worthwhile 
economic  development  initiatives  that  lack  the  capital  resources  necessary  to  obtain  bank 
credit  without  undermining  regulatory  safety  and  soundness.   Since  January,  ABA's  Rural 
Economic  Development  Task  Force  has  been  meeting  with  a  variety  of  groups,  including 
the  Farm  Credit  System,  to  determine  productive  ways  to  address  our  collective  concerns 
about  the  future  viability  of  rural  America.   Although  none  of  us  has  been  able  to  provide 
definitive  answers  to  a  myriad  of  rural  economic  development  concerns  and 
constituencies,  our  task  force  has  been  able  to  categorize  these  concerns  into  four  areas. 
Specifically,  these  areas  of  concern  are  (1)  production  agricxilture;  (2)  rural  housing;  (3) 
business  development  and  job  creation;  and  (4)  community  infi-astructure.   At  this  time,  I 
would  like  to  focus  on  these  four  areas. 

I.   Production  Agricultiire 
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Because  of  the  large  number  of  banks  and  branches  in  rural  areas,  the  banicing 

industry  understands  the  absolute  importance  of  agriaJturc  to  the  communities  they 

serve.   Currently,  banks  remain  the  number  one  industry  provider  of  debt  capital  to 

farmers  and  rancher.   In  faa,  USDA  confirms  that  since  1987,  banks  have  continued  to 

increase  the  number  and  dollar  value  of  loans  made  to  family  farmers  and  ranchers,  even 

as  overall  farm  debt  continues  to  decline. 

Not  withstanding  banks'  strong  performance  in  this  area,  it  appears  that  with  every 
recent  Congressional  Budget  Resolution,  the  amount  of  Federal  dollars  dedicated  to 
assisting  farmers  and  ranchers  has  decreased.   While  these  reductions  in  farm  program 
funding  effea  all  of  rural  America,  those  communities  struggling  the  most  seem  to  be 
disproportionately  eflFeaed.  For  decades,  the  sustainability  of  rural  communities  has  been 
directly  linked  to  agricultural  production.   Even  as  government  funding  for  agricultural 
programs  continues  to  be  reduced,  these  communities  must  continue  to  rely  on 
production  agriculture  as  the  major  source  of  economic  stabihty.   With  that  in  mind,  the 
ABA  rural  economic  development  task  force  believes  that  continued  efforts  in  support  of 
USDA  farm  programs  remain  vital  to  rural  economic  development  efforts. 

At  the  same  time,  we  believe  that  the  Congress  must  continue  to  place  a  special 
focus  on  providing  opportunities  for  beginning  farmers  and  ranchers,  and  on  improving 
the  Farmers  Home  Administration's  (FmHA)  guaranteed  lending  programs.  The  FmHA 
farm  programs  have  proven  very  beneficial  in  assisting  those  individuals  who  are  unable 
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currently  to  qualify  for  bank  credit,  but  who  show  promise  for  the  future.  Today, 
commercial  banks  hold  as  much  as  85  percent  of  all  the  farm  loans  guaranteed  by  FmHA. 
These  goverrunent  guaranteed  loans  represent  individuals  who  otherwise  would  not  be 
able  to  contribute  to  the  economic  viability  of  their  communities  today.   Clearly,  this 
program  exemplifies  a  public/private  partnership  that  works  well,  and  directly  effects  rural 
economies. 

There  is  more  that  must  be  done  in  the  area  of  production  agriculture  to 
encourage  more  beginning  farmers  and  ranchers  and  to  keep  existing  farmers  on  the  farm. 
Issues  that  the  bankers'  believe  must  be  addressed  include:   sources  of  equity  capital, 
additional  ftinding  of  existing  FmHA  programs,  a  continued  reduction  of  FmHA 
paperwork,  and  a  strong  workable  crop  insurance  program. 

n.   Rural  Housing 

Although  overall  competition  among  financial  institutions  for  housing  loans  across 
the  country  is  very  intense,  one  area  where  rural  housing  funds  are  needed  today  are  for 
those  borrowers  who  lack  the  equity  to  obtain  traditional  bank  credit.   For  banks  and 
thrifts  interested  in  serving  these  particular  needy  rural  borrowers,  the  FmHA  rural 
housing  program  has  proven  an  invaluable  tool,  enabling  them  to  utilize  a  federal 
guarantee  to  finance  up  to  100  percent  of  the  loan.   This  program  has  proven  so 
successful  for  marginal  rural  residential  borrowers  that  it  was  oversubscribed  last  year,  and 
is  expected  to  be  again  this  year.   I  should  note,  however,  that  the  Farm  Credit  System 
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has  chosen  to  participate  very  little  in  this  program  --  a  program  specifically  dedicated  to 

serving  needy  naral  housing  buyers. 

The  FmHA  guaranteed  program  is  not  the  only  program  working  in  rural  areas. 
Bankers  arc  seeking  partnerships  with  other  entities,  both  public  and  private,  to  meet 
rural  housing  needs.   For  example,  in  my  state  of  Iowa,  the  Iowa  Rural  Electric 
Cooperatives  have  teamed-up  with  the  Iowa  Bankers  Association  to  establish  the  "Iowa 
Homes  Revolving  Loan  Fund"  for  the  purpose  of  funding  a  portion  of  the  prc- 
development  costs  for  senior  housing  projects  and  to  share  some  of  the  initial  risks.   This 
new  program  is  the  type  of  partnership  that  could  be  replicated  in  other  parts  of  the 
country. 

Even  with  the  programs  and  partnerships  that  are  already  in  place  with  banker 
participation,  our  Rural  Economic  Development  Task  Force  has  identified  areas  of  critical 
need  in  rural  housing  that  must  be  addressed: 

o        A  lack  of  affordable  housing  for  young  families  in  rural  areas; 

o        A  lack  of  adequate  senior  citizen  housing  in  rural  areas; 

o        A  lack  of  rural  rental  units  for  low  and  moderate  income  families;  and 
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o        A  critical  shortage  of  decent,  safe  and  sanitary  housing  for  very  low  income  rural 

families. 

The  bankers  all  agreed  that  these  areas  of  need  are  not  easily  addressed. 
Moreover,  they  also  have  argued  that  the  problems  in  rural  housing  are  most  heavily 
associated  with  the  smallest  rural  communities  -  those  with  populations  less  that  2,500  -- 
where  options  and  alternatives  are  very  limited.   But  even  as  we  focus  on  this  critical 
issue,  we  should  remember  that  we  cannot  have  housing  without  jobs. 

III.   Business  Development  and  Job  Creation 

The  ABA  beheves  that  business  development  and  job  creation  are  essential  to  the 
survival  of  our  small  towns.   It  appears  to  the  members  of  our  Rural  Economic 
Development  Task  Force  that  there  is  ample  credit  available  for  existing,  mature 
businesses  in  rural  areas.  These  businesses  are  the  traditional  market  for  commercial 
banks  and  we  believe  that  this  seaor  is  being  well  served. 

Our  members  have  been  very  active  users  of  the  Small  Business  Administrations' 
(SBA)  section  7(a)  guaranteed  program  and  we  are  very  encouraged  by  some  of  the 
innovations  that  the  SBA  is  currentiy  piloting  in  some  regions  of  the  country.   Recent 
innovations  by  the  SBA  include  a  low  documentation  and  streamlined  loan  application 
process,  a  proposed  guaranteed  line  of  credit,  and  a  small  guaranteed  micro  loan  program. 
These  changes  are  enabling  banks  to  better  serve  the  changing  needs  of  a  wide  variety  of 
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business  borrowers.   Rural  bankers  are  particularly  excited  about  these  changes  for  their 

communities. 

There  are  areas  of  rural  business  development  that  continue  to  present  serious 
obstacles  to  commercial  bank  financing.  These  obstacles  must  be  addressed  if  we  are 
going  to  be  able  to  leverage  the  assets  of  the  commercial  banking  sector  to  its  fullest 
potential.  The  problem  areas  that  we  have  identified  are: 

o        There  is  no  direct  federal  program  to  address  the  unique  problems  encountered  by 
start-up  businesses,  rural  or  otherwise.   These  businesses  are  fi-equendy  lacking 
equity  capital  and  overall  business  management  skills. 

o         Business  transfers  present  another  obstacle  to  commercial  bank  financing  in  rural 
communities.  Frequendy  in  rural  areas,  small  businesses  find  it  very  difficult  to 
transfer  the  business  to  another  generation  or  to  a  new  buyer  because  of  the  lack 
of  low  cost  equity  or  quasi-cquity  capital.   Even  utilizing  SBA's  chartered  Small 
Business  Investment  Corporations  (SBICs)  as  a  source  of  equity  is  not  generally  an 
option  in  rural  areas.   Normally,  these  SBICs  require  an  equity  investment  return 
that  is  impossible  for  a  rural  business  venture  to  possibly  meet. 

o        Even  with  increased  government  focus  on  small  business,  there  remains  a  lack  of 
consistent  funding  for  Small  Business  Development  Corporations  and  Minority 
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Business  Development  Corporations.   Both  of  these  organizations  provide  critical 

technical  services  to  small  business  people. 

Mr.  Chairman,  ABA  looks  forward  to  working  with  you  and  the  members  of  this 
subcommittee  to  address  these  concerns. 

IV.   Infrastructure 

Without  question,  infrastructure  is  an  important  part  of  rural  economic 
development.   Every  small  town  and  community  seeks  dean  water,  sewers,  electric  power, 
police  and  fire  protection  and  various  other  public  investments  and  sendees.  As  you  may 
recall,  the  tax  changes  of  the  1980s  limited  how  many  tax-exempt  bonds  can  be  held  in 
banks'  portfolios.   Before  1986,  banks  were  not  only  the  major  holders  of  these  small 
bond  issuances,  they  were  often  the  only  holders  of  the  community  facility  bonds  issued 
in  many  very  small  rural  areas.   If  the  Congress  is  truly  interested  in  finding  additional 
funding  opportunities  for  rural  infrastructure  development,  it  is  time  to  reexamine  the 
impact  of  current  policies  on  the  long-term  infrastructure  needs  of  their  rural 
communities. 

Our  Rural  Economic  Development  Task  Force  examined  the  major  obstacles  that 
confront  our  rural  commvuiities  when  they  are  seeking  capital  for  development  of  and/or 
improvement  to  their  local  infrastructure.  We  identified  the  following  in  addition  to  the 
negative  impact  of  ±e  1986  Tax  Act: 
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o        Our  rural  communities  arc  being  confronted  with  enormous  environmental 
problems.   The  lack  of  waste  containment  and  treatment  facilities  for  rural 
communities  is  a  serious  obstacle  to  economic  development.   The  costs  associated 
with  building  modern  waste  treatment  facilities  are  frequendy  way  beyond  the 
ability  of  rural  communities  to  a£ford. 

o  Many  rural  communities  lack  modem  water  systems  and  lack  waste  disposal 
systems,  but  the  cost  of  developing  adequate  water  systems  is  beyond  their 
financial  means. 

o        Increasingly,  our  farmers  and  ranchers  are  being  confronted  with  cosdy 

environmental  compliance  requirements.  As  bankers,  we  continue  to  struggle  with 
ways  of  providing  financing  for  on  farm  waste  storage  in  light  of  potential  lender 
liability  vmder  the  current  legal  interpretations  of  EPA's  Superfiind  statute. 

o        Other  problems  areas  that  are  faced  by  rural  communities  that  must  be  addressed 
in  any  rural  economic  development  effort  include  providing  and  maintaining  health 
care  facilities,  supporting  adequate  fire  and  police  protection,  and  addressing  the 
continual  need  for  routine  road  maintenance. 

Mr.  Chairman,  I  know  these  challenges  seem  insurmountable,  and  I  wish  that  we 
had  solutions  to  all  of  the  many  problems  that  I  have  identified  today.   However,  there 
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are  no  easy  answers  or  quick  fixes  to  what  has  been  a  steady  period  of  structural  change 
in  our  rural  communities.   But  I  stress,  again,  there  is  nothing  in  H.R.  4129  which 
addresses  these  issues  either.   Instead,  H.R.  4129  simply  expands  the  current  lending 
authorities  of  the  Farm  Credit  System  to  more  closely  resemble  those  of  a  commercial 
bank  —  without  requiring  the  FCS  to  assume  any  of  the  responsibilities  or  regulatory 
mandates  that  come  with  obtaining  a  bank  charter. 

In  conclusion,  while  the  American  Bankers  Association  is  committed  to  working 
with  the  Congress  on  workable  rural  development  initiatives  that  seek  to  address  the 
needs  of  rural  communities,  such  as  those  I  have  mentioned  today,  we  remain  opposed  to 
the  unjustified  and  unnecessary  demand  for  expansion  of  the  current  lending  authorities 
of  the  Farm  Credit  System  institutions.   I  do  want  to  assure  you  and  the  members  of  this 
subcommittee  that  America's  banks  are  ready  to  join  in  cooperation  with  the  Congress  to 
bring  about  positive  economic  change  in  our  rural  communities.   Rural  America  is  where 
we  live;  rural  America  is  where  some  20,000  banks  and  bank  branches  have  invested 
capital.  We  all  intend  to  stay  in  rural  America. 

I  will  be  happy  to  answer  any  questions  you  may  have. 
(Attachment   follows:) 


145 


SECTION-BY-SECTION  ANALYSIS  OP 
H.R.  4129,  THE  "RURAL  CREDIT  AND  DEVELOPMENT  ACT  OP  1994" 

H.R.  4129,  the  Rural  Credit  and  Development  Act  of  1994, 
would  expand  the  Farm  Credit  System's  lending  authorities  to 
mainstreet  business,  suburban  housing,  and  other  markets.   H.R. 
4129  would  amend  the  Farm  Credit  Act  of  1971  to  expand  the 
lending  authorities  of  Farm  Credit  System  (FCS)  institutions, 
thereby  diverting  FCS'  focus  from  its  original  mission  of  serving 
farmers  and  ranchers  who  need  government-sponsored  support. 

The  legislation  would  authorize  retail  lending  by  FCS 
institutions  to  include  main  street  businesses,  housing  in 
suburban  areas,  and  various  other  markets  while  also  providing 
FCS  institutions  with  wholesale  loan  originating  and  purchasing 
authorities.   An  in-depth  analysis  of  each  section  of  H.R.  4129 
is  attached.   Consideration  of  the  commercial  banking  industry's 
ever-increasing  role  in  rural  economic  development  must  be 
considered  to  put  these  FCS  proposals  in  perspective. 
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Title  I,  section  101  would  alter  the  Farm  Credit  System's 
capitalization  and  securitization  recjuirements  by  giving  FCS 
institutions  wholesale  lending  authorities. 

12  U.S.C.  2013(16)  and  12  U.S.C.  2073(11)  would  be 
amended  to  authorize  FCS  institutions  to  buy  loans  from 
non-FCS  institutions  and  would  amend  12  U.S.C. 
2154a(c) (1) (E) (i)  to  allow  persons  and  businesses  not 
having  FCS  voting  stock  or  participation  certificates 
to  sell  loans  or  interest  in  loans  to  Farm  Credit 
System  institutions. 

ABA  position:  Section  101  would  provide  wholesale 
servicing  functions  while  continuing  to  permit  retail 
lending  authorities  for  FCS  institutions.   Each  FCS 
institution  should  choose  whether  to  be  a  retailer  or 
wholesaler  of  farm  and  ranch  loans.   Securitization, 
capitalization,  privatization  options  and  other 
regulatory  questions  should  be  answered  independently 
by  each  FCS  institution  and  the  appropriate  regulatory 
agency. 

Title  I,  section  102  would  allow  FCS  institutions  to  use  their 
GSE  status  to  market  to  businesses  which  do  not  directly  provide 
goods  and  services  for  on-farm  and  ranch  purposes. 

12  U.S.C.  2017(2),  12  U.S.C.  2019(c),  12  U.S.C. 
2075(a)(3),  12  U.S.C.  2020(a),  and  12  U.S.C.  2076  would 
be  amended  to  authorize  FCS  institutions  to  provide 
credit  and  financial  services  to  persons  and  businesses 
not  directly  involved  with  the  operating  needs  of 
farmers,  ranchers  or  aquatic  operators. 

ABA  position:  Section  102  changes  the  focus  of  the 
Farm  Credit  System  and  would  undermine  the  ability  of, 
and  incentive  for,  FCS  institutions  to  direct  their 
government-assisted  resources  to  farmers  and  ranchers. 

Title  I,  section  103  would  allow  an  FCS  bank  for  cooperatives  to 
make  or  participate  in  loans  and  services  to  virtually  anyone. 
12  U.S.C.  2128(b)  would  be  amended  to  authorize 
FCS  cooperative  institutions  to  make  or  participate  in 
loans  and  provide  technical  and  financial  assistance  to 
legal  entities  having  "material  business 
relationship(s) "  and  who  provide  any  services  or 
products  "involved  in  the  processing,  preparing  for 
market,  handling,  or  marketing  of  farm  or  aquatic 
products,  or  in  the  purchasing,  testing,  grading, 
processing,  distributing,  or  furnishing  of  farm  or 
aquatic  supplies,  or  in  the  furnishing  of  farm  or 
aquatic  business  services  to,  or  in  other  ways  adding 
value  to  the  products  or  services  of,  eligible 
cooperative  associations." 
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ABA  position,  title  I,  section  103:   Once 
interpreted,  section  103  would  provide  far-reaching 
authorities  for  FCS  banks  for  cooperatives  to  become 
involved  in  various  non-farming  and  ranching  operations 
at  all  levels  and  for  virtually  anyone.   FCS 
institutions  do  not  now  have  such  authority.   If  they 
get  it,  they  would  become  virtually  identical  to  rural 
banks  with  regard  to  their  lending  capabilities,  but 
without  banks'  regulatory  structure  or  requirements. 
ABA  is  opposed  to  the  FCS  receiving  these  bank-like 
authorities  without  banks'  regulatory  structure. 

Title  11/  section  201  would  amend  12  U.8.C.  2015(3)  to  authorize 
Farm  Credit  institutions  to  make  loans  and  participate  with  other 
lenders  in  transactions  involving  community  water  or  waste 
disposal  facilities,  pollution  abatement  and  control  facilities 
and  programs,  and  other  community  facilities  in  statewide  areas 
not  having  populations  of  greater  than  20,000. 

Section  201  would  change  the  Congressional  mission  of 
the  FCS  by  allowing  its  institutions  to  market  their 
government-assisted  services  to  a  much  broader  array  of 
purposes  and  would  allow  the  System  to  move  away  from 
its  intended  focus  of  serving  farmers  and  ranchers. 

ABA  position:  The  overall  Congressional  mission, 
function  and  regulatory  oversight  of  the  FCS  would 
require  revision  if  the  FCS  were  permitted  to  exercise 
such  authorities. 

Title  II,  section  201  would  allow  the  direct  lending  authorities 
of  Federal  land  banks  to  be  transferred  to  Federal  land  bank 
associations  by  amending  12  U.8.C.  2279(b). 

ABA  position:   As  System  associations  continue 
requesting  additional  lending  authorities  and  continue 
broadening  their  territories  through  mergers,  they 
should  consider  the  option  of  requesting  full 
conversion  to  commercial  bank  status. 
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Title  II,  section  202  would  amend  12  U.S.C.  2128(a)  to  allow  FCS 
cooperative  institutions  to  maXe  or  participate  in  loans  or 
commitments  (and  extend  various  technical  and  financial  services 
to  other  parties)  for  electric  power  generation  and  transmission 
projects,  power  generation  by-products,  or  other  "related 
benefits  or  services"  that  are  of  "material  economic  benefit"  to 
eligible  recipients. 

Section  202  would  change  the  Congressional  mission 
of  the  FCS  by  allowing  it  to  move  away  from  the 
original  focus  of  serving  farmers  and  ranchers.   If 
enacted,  FCS  institutions  would  be  authorized  by 
Congress  to  market  government-sponsored  services  in 
broader  arenas,  including  electric  power  and 
transmission  projects. 

ABA  position;   ABA  is  opposed  to  legislative 
initiatives  which  do  not  create  incentives  and 
mechanisms  for  government  sponsored  enterprises  like 
the  Farm  Credit  System  to  work  with  commercial  lending 
institutions  in  ways  which  can  provide  the  greatest 
developmental  opportunities  for  rural  communities. 

Title  III,  section  301  would  expand  the  authorities  of  FCS 
institutions  to  make  housing  loans  in  "any  city  or  village" 
having  populations  not  greater  than  20,000. 

12  U.S.C.  2019(b)(3),  12  U.S.C.  2075(b)(3),  and  12 
U.S.C.  2279a(l) (b) (i)  would  be  amended  to  expand  the 
authorities  of  FCS  institutions  to  make  housing  loans 
in  larger  towns,  villages  and  suburban  areas.   FCS 
institutions'  current  mission  is  to  serve  populations 
of  2,500  and  less.   12  U.S.C.  2019(b)  and  12  U.S.C. 
2075(b)(2)  would  be  amended  to  increase  the  percentage 
ceiling  from  15  to  20  percent  of  all  loans  which  could 
be  outstanding  at  each  FCS  institution  for  the  purpose 
of  housing  loans  in  rural  areas,  towns  and  cities. 

ABA  position:  Section  301  would  undermine  FCS' 
incentive  to  improve  their  service  in  the  area  of 
housing  to  the  nation's  most  rural  areas  with 
populations  of  2,500  and  less.   Section  301  would 
broaden  the  housing  lending  authority  of  FCS 
institutions  to  areas  with  higher  populations  while 
increasing  the  maximum  percentage  ceiling  of  all  loans 
which  could  be  outstanding  at  each  FCS  institution  for 
the  purpose  of  housing  loans  in  rural  areas,  towns  and 
cities.   The  provision  would  almost  be  certain  to 
decrease  the  number  of  housing  loans  made  by  FCS 
institutions  in  the  nation's  most  rural  areas  by 
undermining  the  System's  incentive  and  ability  to  serve 
populations  of  2,500  and  less.   In  addition,  there  is 
no  shortage  of  housing  lenders  in  more  populous  towns. 
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Title  III,  section  301  would  expand  the  Congressional  mission  of 
the  Farm  Credit  system  away  from  farmers  and  ranchers  into 
consumer  lending  markets. 

12  U.S.C.  2018(a)(2)  would  be  amended  to  allow  FCS 
institutions  to  make  loans  for  "personal,  family,  or 
household  needs  other  than  rural  housing  financing." 

ABA  position:  Government  sponsored  enterprises 
which  have  interests  in  making  consumer  loans  should 
relinquish  their  GSE  status  and  apply  for  bank 
charters. 


150 

Testimony  of 

James  F.  Hart 
on  behalf  of  the 

Independent  Bankers  Association  of  America  (IBAA) 


GOOD  MORNING,  MR.  CHAIRMAN  AND  DISTINGUISHED  MEMBERS  OF 
THE  SUBCOMMITTEE.    MY  NAME  IS  JAMES  HART.    I  AM  PRESIDENT  AND  CEO 
OF  HAND  COUNTY  STATE  BANK  OF  MILLER  SOUTH  DAKOTA  AND  A  MEMBER 
OF  THE  INDEPENDENT  BANKERS  ASSOCIATION  OF  AMERICA'S  (IBAA)  BOARD 
OF  DIRECTORS  AND  AGRICULTURE-RURAL  AMERICA  COMMITTEE.    AS  ONE  OF 
YOUR  CONSTITUENTS,  LET  ME  SAY  MR.  CHAIRMAN  THAT  ITIS  A  PLEASURE 
TO  APPEAR  BEFORE  YOUR  SUBCOMMITTEE  AGAIN. 

IBAA  AND  AGRICULTURE 

IBAA  IS  THE  ONLY  NATIONAL  TRADE  ASSOCIATION  THAT  EXCLUSIVELY 
REPRESENTS  THE  INTERESTS  OF  COMMUNITY  BANKS.    OUR  SOME-6000 
COMMUNITY  BANKS  NATIONWIDE  ARE  LOCALLY  OWNED  AND  OPERATED 
INSTITUTIONS  DEDICATED  TO  MEETING  THE  FINANCIAL  NEEDS  OF  THEIR 
COMMUNITIES.   WE  ARE  THEREFORE  VERY  AWARE  OF  AND  SENSITIVE  TO 
THE  NEEDS  OF  FARMERS,  RANCHERS  AND  BUSINESSMEN  AND  WOMEN  ON 
MAIN  STREET  AND  OUR  POLICIES  REFLECT  THIS  SENSITIVITY  TO  LOCAL 
COMMUNITY  CONCERNS. 

MR.  CHAIRMAN,  FORTY-FIVE  PERCENT  OF  IBAA  MEMBERS  ARE 
CONSIDERED  AGRICULTURAL  BANKS.    SO  CREDIT  ISSUES  AND  GENERAL 
FARM  POLICY  DECISIONS  HAVE  SIGNIFICANT  RAMIFICATIONS  TO  OUR 
MEMBERSHIP.    BECAUSE  OF  THIS  CLOSE  ASSOCIATION  WITH  AGRICULTURE, 
WE  ARE  VERY  PLEASED  TO  TESTIFY  TODAY. 

WE  UNALTERABLY  OPPOSE  HR  4129  UNTIL  AND  UNLESS  THE  SYSTEM  IS 
GOVERNED  BY  THE  SAME  RULES,  REGULATIONS  AND  LAWS  AS  COMMERCIAL 
BANKS. 

LET  ME  SAY  UPFRONT,  MR.  CHAIRMAN,  THAT  WE  RECOGNIZE  AND 
APPRECIATE  CONGRESSWOMAN  CLAYTON'S  SINCERE  AND  WELL- 
INTENTIONED  DESIRE  TO  ENHANCE  THE  FLOW  OF  CREDIT  TO  RURAL 
AMERICA,  AND  TO  THAT  END  WE  PLEDGE  OUR  SUPPORT.   HOWEVER,  THIS 
LEGISLATION,  HR  4129,  WILL  NOT  ACCOMPLISH  THAT  PURPOSE  AND  WILL,  IN 
FACT,  MAKE  IT  MORE  DIFFICULT  FOR  COMMERCIAL  LENDERS  TO  PROVIDE 
RURAL  CREDIT. 
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CONGRESSWOMAN  CLAYTON'S  BILL,  THE  "RURAL  CREDIT  AND 
DEVELOPMENT  ACT  OF  1994"  WOULD  AMEND  THE  FARM  CREDIT  ACT  AND 
ALLOW  THE  FARM  CREDIT  SYSTEM  (FCS)  TO  EXPAND  THOR  LENDING 
AUTHORITIES  FAR  BEYOND  THE  ORIGINAL  PURPOSES  FOR  WHICH  THEY  WERE 
CHARTERED. 

THE  FCS  IS  A  GSE 

THE  BASIS  FOR  OUR  OPPOSITION  TO  THIS  LEGISLATION,  MR. 
CHAIRMAN,  IS  THAT  THE  FARM  CREDIT  SYSTEM  IS  A  GOVERNMENT- 
SPONSORED  ENTERPRISE  (GSE),  GRANTING  IT  CERTAIN  RIGHTS  AND 
PRIVILEGES  NOT  ACCORDED  TO  COMMERCIAL  BANKERS.   THE  SYSTEM  WAS 
CHARTERED  BY  CONGRESS  TO  FACILITATE  A  DEPENDABLE  FLOW  OF  CREDIT 
TO  THE  AGRICULTURAL  COMMUNITY.    CONGRESS  GRANTED  THE  SYSTEM  GSE 
STATUS  TO  ENSURE  THAT  FARMERS  AND  RANCHERS  WHO  NEED 
GOVERNMENT-SPONSORED  SUPPORT  WOULD  BE  SERVED. 

BUT  THIS  BILL  EXPANDS  THE  AUTHORITY  OF  THE  SYSTEM  BEYOND  ITS 
CHARTER  AND  DANGEROUSLY  SHIFTS  THE  SYSTEM'S  FOCUS  FROM  ITS  BASIC 
INTENDED  PURPOSE  OF  EXCLUSIVELY  SERVING  FARMERS  AND  RANCHERS 
AND  ALLOWS  IT  ENTRANCE  INTO  NON-FARM  SERVICES  AND  OTHER  LENDING 
MARKETS  TRADITIONALLY  SERVED  BY  COMMERCIAL  BANKS. 

THE  SPECIAL  PRIVILEGES  OF  BEING  A  GSE 

THERE  ARE  SEVERAL  REASONS  WHY  BEING  A  GSE  IS  CENTRAL  TO  THE 
DEBATE  ON  THIS  LEGISLATION.    AS  A  GSE,  THE  FARM  CREDIT  SYSTEM 
ENJOYS  SIGNmCANT  COMPETmVE  ADVANTAGES  OVER  COMMERCIAL 
BANKS.   THESE  ADVANTAGES  INCLUDE  FAVORABLE  TAX  TREATMENT, 
EXEMPTION  FROM  COSTLY  REGULATIONS,  SIGNIHCANT  COST  BENEFITS,  AND 
DIRECT  ACCESS  TO  THE  CAPITAL  MARKETS  AT  FEDERAL  AGENCY  RATES  BY 
UTILIZING  THE  IMPLIED  BACKING  OF  THE  FEDERAL  GOVERNMENT. 

SOME  OF  THESE  ADVANTAGES  WERE  DOCUMENTED  BY  THE  U.S. 
GENERAL  ACCOUNTING  OFHCE  (GAO)  IN  ITS  MAY,  1994,  REPORT  ENTITLED, 
"FARM  CREDIT  SYSTEM'    REPAYMENT  OF  FEDERAL  ASSISTANCE  AND 
COMPETinVE  POSITION.  "  THE  REPORT  STATES,  IN  PART: 

•  'FCBs.  FLBAs  AND  FLCAs  ARE  EXEMPT  FROM  MOST  TAXES.    BCs, 

PCAs  AND  ACAs  ARE  NOT  TAX  EXEMPT,  BUT  AS  COOPERATIVES  THEY  CAN 
DISTRIBUTE  THEIR  EARNINGS  TO  MEMBER-BORROWERS  AND  THUS  AVOID 
THE  CORPORATE  TAXES  THAT  A  COMMERCIAL  BANK  WOULD  HAVE  TO  PAY.' 

THUS,  THEY  HAVE  TAX  ADVANTAGES  OVER  COMMERCL\L  BANKS. 
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•  'GSE  STATUS  PROVIDES  THE  SYSTEM  WITH  COST  ADVANTAGES  OVER  OTHER 
AGRICULTURAL  LENDERS.    THESE  ADVANTAGES  ENABLE  IT  TO 
LEGITIMATELY  OFFER  LOWER  RATES  ON.  .  .  FARM  LOANS  AND  STILL  EARN 
PROFITS.   MOREOVER.  BECAUSE  IT  IS  A  COOPERATIVE.  THE  SYSTEM  MAY 
TARGET  LOWER  PROFIT  MARGINS  THAN  ITS  COMPETITORS.    THIS  SUGGESTS 
THAT  SYSTEM  INSTITUTIONS  MAY  HAVE  ADVANTAGES  IN  COST  OF  FUNDS 
AND  REQUIRED  PROFIT  MARGINS.  ' 

THUS,  THEY  HAVE  COST  AND  RATE  ADVANTAGES  OVER  COMMERCIAL 
BANKS. 

•  'LIKE  OTHER  GSES,  THE  SYSTEM  RAISES  FUNDS  ON  THE  NATIONAL  CAPITAL 
MARKETS  ATA  RELATIVELY  LOW  COST  ON  THE  STRENGTH  OF  ITS  TIES  TO 
THE  FEDERAL  GOVERNMENT. 

THUS,  THEY  HAVE  COST  OF  FUNDS  ADVANTAGES  OVER  COMMERCIAL 
BANKS. 

THOSE  ARE  NOT  ONLY  OUR  OPINIONS  MR.  CHAIRMAN,  BUT  ALSO  THE 
OPINIONS  OF  THE  GAO. 

IN  ADDITION,  FARM  CREDIT  SYSTEM  INSTITUTIONS  ARE  EXEMPT  FROM 
A  NUMBER  OF  STATUTORILY-IMPOSED  BANK  REGULATIONS  INCLUDING  THE 
COMMUNITY  REINVESTMENT  ACT  (CRA),  WHICH  ALONE  COSTS  COMMUNITY 
BANKS  MORE  THAN  $1  BILLION  PER  YEAR. 


A  FEW  BASIC  QUESTIONS 


MR.  CHAIRMAN,  THIS  LEGISLATION  RAISES  A  COUPLE  OF  BASIC 
QUESTIONS  AND  POSES  A  NUMBER  OF  OTHER  SIGNIFICANT  PROBLEMS.   THE 
BASIC  QUESTIONS  ARE:    FIRST,  WHAT  IS  THE  PURPOSE  OF  THE  LEGISLATION? 
SECOND,  IS  IT  REALLY  NECESSARY? 

THE  LEGISLATIVE  LANGUAGE  OF  THE  BILL  DESCRIBES  ITS  PURPOSE  AS 
PROVIDING  NEEDED  CREDIT  AND  FINANCIAL  SERVICES  TO  RURAL 
RESIDENTS,  PUBLIC  SERVICES  AND  BUSINESS  ENTERPRISES.    NO  EVIDENCE 
EXISTS  THAT  THERE  IS  A  LACK  OF  CREDIT  IN  RURAL  AREAS  OR  IN  THE 
URBAN  AND  SUBURBAN  AREAS  THAT  THIS  BILL  WOULD  ALLOW  THE  SYSTEM 
TO  EXPAND  INTO. 
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AND  I  WOULD  CAUTION  THE  COMMITTEE  TO  EXAMINE  VERY 
CAREFULLY  ANY  ANECDOTAL  REPORTS  OF  CREDIT  UNAVAILABILITY.    WITH 
COMMERCLVL  AGRICULTURAL  BANKS'  LOAN-TO-DEPOSIT  RATIO  AVERAGING 
55%  FOR  THE  LAST  SEVERAL  YEARS,  CLEARLY  THERE  IS  SUFFICIENT 
COMMERCIAL  CREDIT  AVAILABLE  TO  MEET  THE  LEGITIMATE  NEEDS  OF 
RURAL  CONSUMERS  AND  BUSINESSES. 

USDA'S  ECONOMIC  RESEARCH  SERVICE  HAS  PUBLISHED  AN  ARTICLE 
ENTITLED  FARM  CREDIT  SYSTEM  LENDING;    WHAT'S  BEHIND  THE  DESIRE 
FOR  EXPANDED  POWERS?   THE  ARTICLE  SUGGESTS  ONE  OF  THE  MAIN 
FORCES  DRIVING  THIS  REQUEST  FOR  EXPANDED  POWERS  BY  THE  FCS  IS  A 
DRAMATIC  DECLINE  IN  SYSTEM  LENDING  ACTIVITY.    THE  SYSTEM  WANTS  TO 
GO  AFTER  NEW  BUSINESS  IN  NEW  MARKETS  TO  REVERSE  ITS  DECLINING 
FARM  LOAN  PORTFOLIO  BECAUSE  THEY  ARE  LOSING  MARKET  SHARE  TO 
COMMERCIAL  BANKS. 

THE  ARTICLE  FURTHER  STATES,  "FCS  IS  SEARCHING  FOR  NEW  LENDING 
MARKETS  TO  SUSTAIN  ITSELF  INTO  THE  NEXT  CENTURY". 

MR.  CHAIRMAN,  ONE  COULD  ASK:   WHY  DOES  THE  SYSTEM  WANT  TO 
BECOME  FURTHER  REMOVED  FROM  THE  ECONOMIC  SECTOR  THEY  WERE 
CHARTERED  TO  SERVE  -  AGRICULTURE?   IF  THE  TRUTH  IS  THAT  THE  SYSTEM 
SEES  EXPANDING  THEIR  AUTHORITIES  AS  NECESSARY  TO  THEIR  OVERALL 
LONG-TERM  HEALTH  GIVEN  THAT  THE  AG  LENDING  MARKET  IS  SHRINKING  IN 
NUMBER  OF  BORROWERS  AND  IS  BECOMING  INTENSELY  COMPETITIVE,  THEN 
WE  BELIEVE  THIS  PROPOSAL  RAISES  SOME  SERIOUS  RED  FLAGS. 

KEEP  IN  MIND  THE  GAO  STATED,    "THE  SYSTEM  DOES  NOT  NEED 
EXPANDED  POWERS  TO  ENSURE  ITS  VIABILITY  IN  THE  NEAR  TERM". 

THEREFORE,  IF  THE  REAL  REASON  FOR  THIS  LEGISLATION  IS  TO  ENSURE  THE 
SYSTEM'S  LONG-TERM  VL\BILITY,  THEN  MEMBERS  NEED  TO  REMEMBER  IT 
WAS  ONLY  A  FEW  SHORT  YEARS  AGO  THAT  CONGRESS  HAD  TO  SHORE  UP 
THE  SYSTEM  BY  AUTHORIZING  $4  BILLION  IN  TAXPAYER'  BAIL-OUT 
ASSISTANCE  INTENDED  TO  MAKE  THE  SYSTEM  SOLVENT  ON  A  LONG-TERM 
BASIS. 

IN  OTHER  WORDS,  MR.  CHAIRMAN,  IF  THE  SYSTEM  IS  MAKING  A 
SUBSTANTIAL  RECOVERY  THEN  IT  DOESN'T  NEED  ADDITIONAL  HELP  BY 
GRANTING  THEM  POWERS  TO  LEND  INTO  NEW  MARKETS.   HOWEVER,  IF  THE 
ASSISTANCE  PACKAGE  PASSED  BY  CONGRESS  IN  1987  IS  NOT  GOING  TO  BE 
ENOUGH  TO  ENSURE  THE  LONG-TERM  SOUNDNESS  OF  THE  SYSTEM,  THEN  IT 
WOULD  BE  EXTREMELY  QUESTIONABLE  AND  UNWISE  TO  EXPAND  THE 
SYSTEM'S  LENDING  POWERS  SO  SOON  AFTER  CONGRESS  PASSED  A  MAJOR 
BAILOUT. 
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AS  THE  GAO  NOTED,  "LIKE  OTHER  MAJOR  GSE'S,  THE  SYSTEM  HAS  AN 
AAA  RATING  BECAUSE  OF  ITS  TIES  TO  THE  GOVERNMENT.    BUT  IN  A  1991 
TREASURY  STUDY,  ONE  RATING  ORGANIZATION  INDICATED  THAT  WITHOUT 
GSE  STATUS  THE  SYSTEM  WOULD  BE  RATED  'BB',  A  RATING  BELOW  THE 
INVESTMENT-GRADE  RANGE  AND  CONSIDERED  SPECULATIVE  OR  HIGH-RISK". 

IF  ANYONE  QUESTIONS  THE  BENEFITS  OF  GSE  STATUS,  THAT 
OBSERVATION  BY  GAO  SAYS  IT  ALL. 


SPECIFICS  OF  THE  LEGISLATION 

MR.  CHAIRMAN,  TO  ILLUSTRATE  OUR  CONCERNS,  LET  ME  ADDRESS  ONE 
SPECmC  PROVISION  OF  THE  BILL.     THE  BILL  ALLOWS  THE  SYSTEM  TO 
INCREASE  THEIR  LOAN  PORTFOLIO  FOR  RESIDENITAL  LENDING  FROM  15%  TO 
2096,  AND  TO  MAKE  HOUSING  LOANS  IN  COMMUNITIES  UP  TO  20,000  PEOPLE. 
THIS  WOULD  PERMIT  THE  SYSTEM  TO  MAKE  HOUSING  LOANS  IN  MANY 
SUBURBAN  AREAS  AND  URBAN  COMMUNITIES.     MAKING  HOUSING  LOANS  IN 
URBAN  AND  SUBURBAN  AREAS  DOES  NOT  ENHANCE  RURAL  DEVELOPMENT. 
AND  FURTHER,  SHRINKING  THE  SYSTEM'S  PORTFOLIO  OF  AGRICULTURE 
LENDING  BY  SHIFTING  A  GREATER  PORTION  OF  ITS  LENDING  PORTFOLIO  TO 
NON-FARM  HOUSING  LOANS  IN  URBAN  AND  SUBURBAN  AREAS  DOES  NOT 
ENHANCE  RURAL  DEVELOPMENT. 

THIS  BILL  WOULD  EXPAND  THE  SYSTEM'S  GEOGRAPHICAL  REACH, 
ALLOW  IT  TO  ENTER  INTO  NEW  RETAIL  LENDING  ACnVITIES  AND  MAKE 
LOANS  TO  MAIN  STREET  BUSINESS  FOR  WHICH  ADEQUATE  CREDIT  ALREADY 
EXISTS.     BECAUSE  THE  SYSTEM  HAS  NOT  PROVEN  THERE  IS  A  LACK  OF 
CREDIT  IN  RURAL  AREAS,  WE  CONCLUDE  THIS  LEGISLATION  IS 
UNNECESSARY. 


RURAL  DEVELOPMENT  INITIATrVES 

IBAA  SUPPORTS  A  NATIONAL  RURAL  DEVELOPMENT  POLICY  THAT  WILL 
BRING  ECONOMIC  DIVERSIHCATION  TO  RURAL  AMERICA,  EXPAND  JOB  AND 
INCOME  OPPORTUNITIES,  AND  RAISE  THE  STANDARD  OF  LIVING  FOR  RURAL 
AMERICANS.    EXPANSION  OF  THE  NON-FARM  RURAL  ECONOMY  WILL 
BECOME  EVEN  MORE  CRITICAL  AS  FAMILY  FARMERS  GROW  MORE  RELIANT 
ON  OFF-FARM  JOBS.    A  STRONG  COMMUNITY  BANKING  SYSTEM  THAT 
SUPPORTS  LOCAL  ECONOMIC  DEVELOPMENT  ACTIVmES  SHOULD  BE  THE 
CORNERSTONE  OF  NATIONAL  RURAL  DEVELOPMENT  POLICY. 
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HOWEVER,  WE  CANNOT  ACHIEVE  OUR  RURAL  DEVELOPMENT  GOALS 
BY  FAVORING  SOME  INSTITUTIONS  WITH  SPECIAL  PRIVILEGES  AND  SPECL\L 
STATUS  AT  THE  EXPENSE  OF  PRIVATE  SECTOR  ENTERPRISES  SUCH  AS 
COMMUNITY  BANKS.    AND  IF  WE  ADDRESS  RURAL  DEVELOPMENT  CONCERNS 
IN  A  PIECE-MEAL  FASHION,  RATHER  THAN  ADDRESSING  THEM  IN  A 
COMPREHENSIVE  MANNER,  THEN  WE  WILL  SIMPLY  BE  REPEATING  AND 
EXACERBATING  THE  MISTAKES  OF  THE  PAST,  WHICH  YIELDED  A  VARIETY  OF 
CONFUSING  AND  OVERLAPPING  PROGRAMS  ADMINISTERED  BY  NUMEROUS 
AGENCIES  WITH  CROSS-JURISDICTIONS. 


CONCLUSION 

IN  CONCLUSION  MR.  CHAIRMAN,  THE  FARM  CREDIT  SYSTEM  WAS 
CHARTERED  BY  CONGRESS  AS  A  GSE  TO  SERVE  A  SPECIFIC  ECONOMIC 
SECTOR  -  AGRICULTURE.    IF  CONGRESS  DECIDES  THAT  THE  SYSTEM  IS  NO 
LONGER  NEEDED  FOR  THAT  PURPOSE,  CONGRESS  SHOULD  DECIDE  WHETHER 
OR  NOT  THE  SYSTEM  IS  NEEDED  AT  ALL. 

BUT  THIS  BILL  SHIFTS  THE  SYSTEM  AWAY  FROM  SERVING 
AGRICULTURE,  ALLOWS  AN  INSTITUTION  WITH  PRIVILEGED  GSE  STATUS 
EXPANSION  INTO  NEW  MARKETS  AT  THE  EXPENSE  OF  COMMUNITY  BANKS 
CREATING  AN  UN-LEVEL  PLAYING  FIELD  IN  NEW  LENDING  MARKETS,  RAISES 
FURTHER  QUESTIONS  ABOUT  THE  SYSTEM'S  VL\BILITY  AND  CONFUSES 
EFFORTS  TO  PROMOTE  RURAL  DEVELOPMENT. 

COMMUNITY  BANKS  HAVE  SERVED  OUR  NATION'S  RURAL 
COMMUNITIES  FAITHFULLY  AND  WELL  OVER  THE  YEARS.   THEY  ARE, 
INDEED,  ENGINES  OF  ECONOMIC  GROWTH,  MEETING  THE  CREDIT  NEEDS  OF 
FARMERS,  RANCHERS,  CONSUMERS  AND  SMALL  BUSINESSES  THROUGHOUT 
RURAL  AMERICA. 


WE  STRONGLY  URGE  MEMBERS  TO  REJECT  THIS  LEGISLATION. 
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Billy  Don  Anderson 

President  and  CEO 

Valley  Federal  Savings  Bank 

Mr.  Chairman,  my  name  is  Billy  Don  Anderson.    I  am  President  and 
Chief  Executive  Officer  of  Valley  Federal  Savings  Bank  in 
Sheffield,  Alabama.   Valley  Federal  was  established  60  years  ago 
and  now  has  $124  million  in  assets.   The  bank  emphasizes 
residential  lending  and  retains  many  of  the  mortgages  it  makes  in 
its  own  portfolio.   We  are  expanding  into  lending  for  other 
household  needs  and  also  make  farm  loans. 

Today  I  am  representing  the  Savings  &  Community  Bankers  of 
America  (SCBA)  which  I  serve  as  a  member  of  the  Board  of 
Directors  and  as  a  member  of  the  Community  Institutions 
Committee.   SCBA  represents  nearly  2,000  savings  institutions  and 
community  banks. 

SCBA  appreciates  the  opportunity  to  present  our  views  on  H.R. 
4129,  a  bill  that  would  substantially  increase  the  powers  of  the 
Farm  Credit  System.   Mr.  Chairman,  SCBA  strongly  opposeis  this 
legislation.   The  System  has  substantial  advantages  over 
depository  institutions  and  should  not  be  permitted  to  use  those 
advantages  to  compete  against  private  lenders  in  additional 
markets . 

It  is  a  government  sponsored  entity  with  access  to  financing  at 
government  agency  rates.   And,  it  is  not  subject  to  the  same 
regulations  as  depository  institutions.   The  System  has  these 
advantages  because  it  has  a  narrow  mission  —  to  serve 
agriculture.   H.R.  4129  would  divert  the  System  from  that 
mission.   For  these  and  other  reasons  that  my  testimony  will 
outline,  SCBA  urges  Congress  to  reject  H.R.  4129. 

SCBA  is  particularly  concerned  about  the  bill's  proposal  to 
greatly  increase  the  System's  power  to  offer  home  mortgages.  It 
would  increase  the  size  of  towns  it  could  serve,  increase  the 
aggregate  amount  of  housing  loans  it  could  make,  and  permit  the 
System  to  make  second  mortgages.   This  increased  home-lending 
authority  will  severely  hurt  the  competitive  position  of 
privately  owned  and  operated  depository  institutions  that  are 
already  serving  the  home  mortgage  market.   No  one  has 
demonstrated  that  the  need  for  home  lending  is  not  now  being  met 
or  that  the  Farm  Credit  System  is  ready  or  able  to  serve  those 
areas. 

The  competitive  concerns  I  am  raising  today  are  important  to  my 
entire  community.   Our  bank's  customers,  employees,  and 
stockholders  look  to  us  to  serve  a  wide  range  of  needs.   They 
will  all  be  hurt  if  our  institution  is  subject  to  unfair 
competition  from  a  government  sponsored  enterprise. 

The  FCS  Has  an  Unfair  Funding  Advantage 

Depository  institutions,  particularly  savings  institutions  and 
community  banks,  obtain  much  of  their  funding  through  retail 
deposits  and  Federal  Home  Loan  Bank  advances.   These  are  much 
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more  expensive  funding  sources  than  direct  money  market  borrowing 
used  to  fund  Farm  Credit  System  operations.    A  recent  GAO  report 
confirmed  this,  saying,  "[t]here  is  evidence  that  the  System's 
GSE  status,  with  access  to  national  capital  markets,  affords  a 
competitive  advantage  in  raising  funds  for  long-term  lending." 
(Farm  Credit  System;  Repayment  of  Federal  Assistance  and 
Competitive  Position,  March,  1994,  p.  60.) 

By  accepting  retail  deposits,  thrifts  and  banks  provide  a 
valuable  service  to  their  communities.   However,  it  is  costly  to 
provide  that  service: 

-  Deposit  insurance  premiums  currently  average  2  3  cents  for 
each  $100  of  deposits. 

-  Retail  deposits  are  raised  in  small  increments  through 
relatively  expensive  brick-and-mortar  local  offices. 

-  Other  expenses  include  staffing  of  retail  offices, 
advertising,  and  bank  examination  fees. 

-  Retail  deposits  are  not  always  available;  sometimes  a 
competitor  is  aggressively  bidding  for  funds  at  rates  that 
do  not  make  sense  for  our  institution.   Even  if  our  rates 
are  competitive,  it  takes  time  to  raise  retail  deposits. 

-  Anti-money  laundering  statutes  impose  a  heavy  paperwork 
burden  on  institutions  that  accept  retail  deposits. 

-  Similarly,  the  Expedited  Funds  Availability  Act  requires 
our  institutions  to  credit  deposits  according  to  a  strict 
schedule,  imposing  heavy  staff  and  training  costs. 

The  FCS  Has  Substantial  Recmlatorv  Advantages 

In  recent  years.  Congress  and  the  regulators  have  imposed  an 
increasingly  heavy  regulatory  and  supervisory  burden  on 
depository  institutions.   Several  studies  and  a  flood  of 
anecdotal  evidence  have  documented  the  enormous  costs  imposed  by 
excessive  regulation.   Fortunately,  Congress  appears  ready  to 
amend  or  repeal  many  unnecessary  regulations  as  part  of  the 
Community  Development  Financial  Institutions  legislation.   SCBA 
applauds  these  efforts  and  urges  quick  action  on  the  conference 
report  when  it  is  completed. 

Even  after  that  legislation  is  enacted,  the  Farm  Credit  System 
will  continue  to  enjoy  substantial  regulatory  advantages.  For 
example: 

-  The  FCS  is  exempt  from  the  Community  Reinvestment  Act. 
President  Clinton  and  the  regulatory  agencies  have 
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recognized  that  the  current  regulations  are  unnecessarily 
burdensome  and  the  agencies  are  in  the  midst  of  rewriting 
them.   It  remains  to  be  seen  whether  the  final  result  will 
substantially  cut  the  cost  of  CRA  compliance. 

-  The  FCS  does  not  have  to  comply  with  the  Truth-in-Savings 
Act.   This  simple-sotinding  statute  has  forced  every 
depository  institution  in  the  country  to  redesign  its 
savings  and  checking  accounts.   Often,  this  expensive 
process  has  not  improved  consumer  understanding  and  has 
forced  some  institutions  to  abandon  popular  savings  options 
because  of  regulatory  complexity. 

These  and  many  other  laws  have  lead  the  nation's  regulators  to 
conduct  compliance  examinations  that  are  completely  separate  from 
safety  and  soundness  examinations.   Separate  compliance  exams, 
that  are  by  definition  not  imposed  on  the  Farm  Credit  System, 
result  in  tremendous  expenses  for  depository  institutions. 

The  Bill  Would  Divert  the  FCS  From  its  Mission 

The  advantages  that  the  Farm  Credit  System  enjoys  are  part  of  a 
bargain:  In  return  for  those  advantages  the  Farm  Credit  System 
will  provide  credit  for  farmers  and  ranchers  who  might  otherwise 
not  be  served. 

The  pending  bill,  H.R.  4129,  would  seriously  undermine  that 
bargain.   For  example,  increasing  the  System's  power  to  make  home 
loans,  including  home  equity  loans,  would  decrease  its  ability  to 
directly  serve  the  agricultural  needs  of  farmers  and  ranchers. 
The  bill  does  this  most  explicitly  by  increasing  from  15  to  20 
percent  the  amount  the  System  may  devote  to  home  lending. 
Increasing  the  size  of  town  the  System  may  serve  from  2,500  in 
population  to  20,000  will  also  substantially  increase  its 
opportunities  to  make  home  mortgages. 

Much  of  this  new  lending  would  likely  go  to  the  strongest 
borrowers  who  could  otherwise  qualify  for  private  financing.   The 
System  already  concentrates  its  efforts  on  the  strongest 
borrowers,  contradicting  its  mission  to  serve  borrowers  who  are 
not  being  served  by  the  private  market.   By  supporting  H.R.  4129, 
the  Farm  Credit  System  is  asking  Congress  to  help  it  accelerate 
the  shift  away  from  its  historic  mission  and  to  compete  even  mpre 
strenuously  against  private  lenders. 

We  recommend  that,  instead,  Congress  direct  the  System  to  refocus 
its  efforts  on  farmers  and  ranchers  who  find  it  difficult  to 
obtain  financing.   Only  by  doing  this  can  the  System  justify  the 
substantial  advantages  it  enjoys  as  a  government  sponsored 
enterprise.   If  the  System  is  not  sufficiently  profitable  under 
these  constraints  and  believes  it  must  expand  into  new  areas  it 
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should  shed  its  favored  status  and  agree  to  live  under  the  same 
conditions  as  depository  institutions. 

Private  Lenders  Serve  Rural  Borrowers 

Banks  and  thrifts  have  emerged  from  the  1980s  in  strong 
condition.   They,  along  with  insurance  companies  and  the  Farm 
Credit  System  all  compete  for  the  business  of  credit  worthy 
borrowers  in  rural  areas.   For  example,  thousands  of  thrifts  and 
commercial  banks  are  ready  and  willing  to  originate  home 
mortgages  for  credit  worthy  borrowers.   They  keep  these  loans  in 
their  own  portfolio  —  as  my  bank  generally  does  —  or  sell  them 
into  the  secondary  market.   The  supporters  of  H.R.  4129  have  not 
shown  that  there  is  a  shortage  of  credit  for  these  borrowers  in 
the  larger  towns  the  System  seeks  to  expand  into,  or  into  the 
lines  of  business  —  especially  home  mortgages  —  to  which  the 
System  seeks  to  increase  its  commitment. 

Because  the  System  targets  the  most  credit-worthy  borrowers,  a 
trend  H.R.  4129  would  accentuate,  the  theory  that  the  bill  will 
help  rural  areas  "desperate"  for  credit  is  baseless.   Moreover, 
if  Congress  believes  it  is  important  to  provide  subsidized  credit 
to  rural  areas,  it  should  not  assume  that  this  can  be  done 
without  cost  to  the  government.   Ventures  in  rural  areas  that 
cannot  qualify  for  private  loans  are,  by  definition,  more  risky 
than  those  that  can  qualify.   Subsidized  lending  to  them  will 
result  in  losses  to  the  government. 

The  FCS  Does  Not  Need  to  Expand 

Some  supporters  of  H.R.  4129  argue  that  the  Farm  Credit  System 
must  diversify  if  it  is  to  continue  to  serve  its  primary  mission. 
SCBA  believes  the  bill  would  undermine,  not  enhance,  the  System's 
commitment  to  agricultural  lending.   It  may  make  sense  for  a 
private  firm  to  diversify  when  it  finds  its  primary  product 
becoming  less  important  in  the  marketplace.   Its  mission  is  to 
provide  a  return  to  its  shareholders.   Some  private  corporations 
have  completely  changed  their  product  line  when  they  found  it 
profitable. 

A  government  sponsored  enterprise  like  the  Farm  Credit  System 
should  respond  to  other  imperatives.   Its  primary  mission  is  to 
serve  agriculture,  not  to  diversify  in  order  to  maximize  profit. 
While  it  must  be  financially  healthy  to  fulfill  its  mission,  the 
recent  GAO  report  concludes  that,  "[T]he  System  does  not  need 
expanded  powers  to  ensure  its  viability  in  the  near  term."   (p. 
74.) 

SCBA  believes  that  the  question  posed  by  H.R.  4129  —  what  "new 
powers"  does  the  System  "need"  at  this  time  —  is  the  wrong  one. 
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Instead,  Congress  should  examine  the  needs  of  rural  America  and 
decide  what  its  needs  are  and  determine  what  mechanisms  would  be 
most  effective  in  meeting  those  needs.   Perhaps  the  Farm  Credit 
System  could  contribute  to  this  effort,  perhaps  not. 

Conclusion 

SCBA  urges  you  to  reject  H.R.  4129.   It  would  permit  the  Farm 
Credit  System  to  drastically  expand  its  operations  into  areas 
already  served  by  thrifts,  banks,  and  other  private  lenders. 
This  would  result  in  unfair  competition  and  divert  the  System 
from  its  mission,  which  is  to  serve  agriculture.   Congress  should 
instead  direct  the  System  to  refocus  its  attention  to  back  to  its 
roots.   If  Congress  believes  that  rural  development  requires 
additional  resources  it  should  develop  a  responsive  program  to 
meet  those  needs,  not  pass  legislation  designed  to  meet  the  needs 
of  the  Farm  Credit  System. 
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Testimony  of 

Keith  Eastman,  President 
Farmers  Feed  &  Grain  Co.,  Inc. 

Good  Afternoon  Mr.  Chairman  and  members  of  the  subcommittee.  My  name  is  Keith  Eastman. 
I  am  an  agribusinessman  from  Riceville,  Iowa,  a  farming  community  of  850  folks  in  Northeast 
Iowa.  I  have  come  to  Washington  on  behalf  of  small,  independent  retail  agribusiness  in  strong 
support  of  H.R.  4129,  "The  Rural  Credit  and  Development  Act  of  1994",  introduced  by 
Congresswoman  Eva  Clayton. 

Our  family-owned  grain  elevator  provides  crop  inputs  -  such  as  fertilizer;  crop  protection 
chemicals;  services  -  such  as  custom  application;  feed  -  both  in  customer  formula  rations  and 
bagged  product;  and  grain  storage  and  merchandising  services  for  some  300  producers  in  and 
around  Riceville.  Although  we  have  seen  a  decline  in  the  niunber  of  farm  supply  firms  in  oxir 
area,  retail  agribusiness  remains  a  fiercely  competitive  venture. 

It  is  this  competition  that  makes  your  positive  consideration  of  H.R.  4129  even  more  important 
As  retail  margins  narrow  and  direct  competition  from  well-financed,  multi-national  conglomerates 
expands,  small,  independent  farm  supply  firms  like  ours  need  a  stable,  imderstanding  financial 
partner  to  provide  us  with  advice,  consultation  and  yes,  operating  capital. 

I  can  think  of  no  better  financial  partner  than  the  Farm  Credit  System.. .an  established,  well 
respected  system  that  has  the  desire,  the  financial  ability,  and  most  importantly  -  a  professional 
staff  dedicated  to  serving  agriculture. 

I  came  to  this  conclusion  despite  the  fact  that  for  the  past  eighteen  years  I  have  been  a  member 
of  the  board  of  directors  of  the  First  State  Bank  of  Riceville. 

I  came  to  this  conclusion  despite  the  fact  that  Farmers  Feed  and  Grain,  Inc.  is  First  State's  largest 
customer  and  that  we  have  had  few  problems  over  our  34-year  relationship  because  we 
"communicate." 

I  came  to  this  conclusion  despite  the  fact  that  our  seasonal  peak  credit  needs  -  as  much  as  Sl.S 
million  -  are  well  handled  through  our  overline  relationships. 
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I  came  to  this  conclusion  because  I  believe  that  the  Fann  Credit  System  serves  as  a  valuable 
check  and  balance  on  lenders  -  both  ^aditional  banks  and  the  new  emerging  financing  arms  of 
major  ag.  suppliers  and  insurance  companies.  My  customers  appreciate  having  the  stabilizing 
influence  of  the  Farm  Credit  System  actively  operating  in  our  county. 

To  be  arbitrarily  precluded  from  accessing  the  resources  of  the  Farm  Credit  System  just  because 
our  family  derives  the  bulk  of  its  income  from  the  operation  of  a  farm  supply  firm  is  not,  in  my 
opinion,  good  public  policy.  Without  the  changes  envisioned  in  Representative  Clayton's  bill, 
we  are  encouraging  young  folks  to  get  involved  in  agricultiu-e,  diversify  their  operations,  create 
jobs  for  others  in  our  community.. .and  then,  just  wiien  they  need  the  support  of  the  System  Ae 
most,  we  cut  them  off. 

This  is  not  the  way  we  sustain  a  profitable  rural  environment  The  Farm  Credit  System  is 
positioned  to  play  a  key  role  in  Riceville,  Iowa  and  other  rural  commimities  if  we  have  die  vision 
and  courage  to  let  them  compete.   Let  me  give  you  two  examples: 

Like  many  other  agribusinessmen,  I  serve  our  community  in  public  service  responsibilities...one 
of  my  civic  positions  is  on  the  Board  of  Trustees  of  the  Mitchell  County  Hospital.  We  are 
currently  considering  a  $3  million  upgrade  to  our  little  facility,  which  will  let  us  enter  into  a 
partnership  with  other  health-care  providers  and  continue  to  serve  the  out-patient,  emergency 
obstetric  and  surgical  needs  of  rural  residents  in  a  multi-county  area.  The  alternative  is  to  allow 
the  facility  to  deteriorate  and  eventually  close. 


163 


As  we  do  not  wish  to  add  to  the  tax  burden  of  our  residents,  not  to  mention  the  time  and  expense 
involved  in  a  bond  issue,  we  too  are  going  to  try  to  finance  this  expansion  with  intermediate 
operating  loans.  If  al;lowed  by  statute,  we  envision  asking  the  various  banks  in  the  country  to 
fmance  this  project  in  pro-portion  to  their  deposits  in  our  county.  That  means  getting  6  different 
banks,  and  more  importantly  their  regulators,  to  support  this  project.  The  regulatory  red  tape 
involved  is  substantial  and  ultimately  will  reflect  in  the  rates  offered  by  this  potential  consortium 
of  local  lenders. 

Wouldn't  it  be  great  if  the  Farm  Credit  System...which  is  charged  with  helping  farmers  and 
ranchers  make  a  living,  could  also  play  a  role  in  helping  to  provide  for  the  upgrading  of  key  rural 
infrastructure  •  in  this  case  a  county  hospital  -  too? 

I  believe  that  the  members  of  this  sub-committee  can  help  make  that  happen. 

The  second  example  I  wish  to  relate  to  you  involves  direct  agribusiness  fmancing  of  farm 
inputs...seed,  fertilizer,  fuel,  crop  protection  products  and  livestock  feed.  Many  businesses, 
including  ours  offer  such  "point  of  sale"  financing  for  their  customers  on  a  competitive  basis. 
For  the  family-owned  operations  like  ours  •  and  other  independent  agribusinesses  -  the  virtual 
sole  source  of  such  "point  of  sale"  fmancing  is  the  major  ag.  product  suppliers  (chemical 
companies,  seed  companies,  feed  companies,  etc.)  \^o  allow  us  access  to  this  valuable 
merchandising  tool  in  return  for  featuring  their  products.  Our  primary  competition,  a  local 
cooperative  also  offers  such  "point  of  sale"  financing  -  sometimes  called  "feeder  financing"  -  but 
through  the  regional  cooperatives  funded  via  the  Farm  Credit  System. 

My  firm  also  belongs  to  a  regional  cooperative  -  United  Suppliers,  headquartered  in  Eldora,  Iowa 
and  serving  over  SOO  independent  agribusinesses  in  five  midwest  states.  This  regional 
cooperative  has  attempted  on  several  occasions  to  secure  such  "point  of  sale"  fmancing  for  its 
local  members,  thus  allowing  them  a  level  playing  field  with  our  cooperative  competition. 
However,  because  United  Suppliers'  members  are  independent  agribusinesses  -  sole 
proprietorships,  partnerships  and  family  corporations  -  they  have  not  been  able  to  utilize  die 
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resources  of  the  Farm  Credit  System.  This  despite  the  fact  that  United  Suppliers  is  a  cooperative 
and  the  System  ofHcials  in  Iowa  wish  to  extend  financing  for  such  a  "point  of  sale:"  program  to 
them. 

Both  of  these  examples  are  inequities  that  H.R.  4129  corrects. 

But  aside  from  equity  and  commitment  to  rural  development  issues,  is  the  fact  that  the  Farm 
Credit  System  is  staffed  •  at  least  at  the  local  level  -  by  true  professionals  who  understand 
agriculture.  They  understand  that  my  need  for  operating  capital  is  the  greatest  during  the  winter 
months  when  I  must  "carry"  grain  inventories  until  navigation  on  the  river  opens  up  -  and  they 
understand  what  a  flood  does  to  our  marketing  system.  They  understand  that  I  have  a  narrow 
six-week  window  in  the  spring  to  provide  product  and  services  to  my  farm  customers  and  an 
equally  hectic  period  in  the  fall  as  we  harvest  the  fruits  of  our  efforts. 

It  is  because  of  this  understanding  that  these  folks  can  be  counted  on  for  advice  and 
counsel. ..they  are  not  creatures  of  some  far-away  bank  holding  company  walking  to  the  beat  of 
stockholder  expectations.  Rather,  they  are  professionals  who  live  with  and  are  dedicated  to  the 
sustainability  of  agriculture. 

It  is  my  sincere  hope  that  this  committee  will  give  positive  consideration  to  H.R.  4129.  I  ask  you 
that  as  a  fanner;  as  a  local  agribusinessman,  bank  director  and  community  leader.  I  know  that 
each  of  you  have  individuals  like  myself  in  your  district...on  behalf  of  them  and  the  producers 
and  communities  they  serve,  please  allow  the  additional  healthy  competition  envisioned  by  this 
bill.   It  is  good  policy  for  rural  America. 

I  thank  you  for  your  time  and  consideration. 
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Housing  Assistance  Council  •  1025  Vennoni  Ave..  N.W.  •  Suite  606  •  Washington,  DC  20005  •  (202)  842-8600  •  Fax  (202)  347-344 1 

Statement  of  Moises  Loza 
Housing  Assistance  Council 

before  the  Committee  on  Agriculture, 

Subcommittee  on  Environment,  Credit,  and  Rural  Development, 

U.S.  House  of  Representatives 

July  21,  1994 


Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  before  your  Subcommittee 
today  on  rural  mortgage  credit  needs  and  HR  4129,  the  Rural  Credit  and 
Development  Act  of  1994.  I  represent  the  Housing  Assistance  Council  (HAC),  a 
nonprofit  organization  working  to  create  more  affordable  housing  throughout  the 
rural  United  States.  My  testimony  focuses  on  the  housing-related  portion  of  HR 
4129. 

The  Housing  Assistance  Council  supports  HR  4129  because  by  reforming  the  Farm 
Credit  System  (FCS)  it  will  increase  the  total  mortgage  credit  available  in  rural 
areas.  Title  III  of  the  bill  will  expand  FCS  lending  and  the  secondary  market  of  the 
Federal  Agricultural  Mortgage  Corporation  (Farmer  Mac)  from  towns  of  only  2,500 
people  to  those  as  large  as  20,(X)0.  It  also  increases  to  20  percent  the  current  15 
percent  limitation  on  FCS  lenders'  non-farm  rural  housing  as  a  proportion  of  their 
total  portfolios,  eliminates  the  current  restriction  to  "moderate-priced  dwellings," 
and  expands  FCS  authority  to  include  home  equity  loans. 

Because  all  the  Housing  Assistance  Council's  work  focuses  on  improving  rural 
housing  conditions,  we  are  well  aware  of  the  current  shortage  of  mortgage  credit  in 
rural  areas  and  of  its  consequences.  This  shortage  is  dramatically  illustrated  by  the 
fact  that  more  than  twice  as  many  home  purchasers  in  nonmetro  areas  (6.7  percent) 
as  in  metro  areas  (3.3  percent)  borrow  only  from  the  seller  and/or  other  individual(s) 
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in  order  to  acquire  their  homes.'   There  are  fewer  private  mortgage  lending 
institutions  in  rural  areas,  and  they  have  less  money  to  lend  because  they  tend  to 
invest  more  of  their  funds  in  federal  securities  than  their  metropolitan  counterparts.^ 
They  tend  to  participate  less  in  insurance  and  guarantee  programs  and  in  the 
secondary  market  than  urban  lenders.^  And  rural  residents  who  can  get  mortgage 
credit  must  pay  more  for  it,  because  the  mortgages  available  in  rural  areas  tend  to 
have  higher  interest  rates  and  shorter  amortization  periods  than  those  in  cities.  In 
1991,  the  median  interest  rate  for  nonmetro  mortgages  (including  government- 
subsidized  mortgages)  was  9.4  percent,  but  for  central  city  borrowers  only  9. 1 
percent  and  for  suburban  homeowners  9.0  percent.  The  median  term  of  primary 
mortgages  in  nonmetropolitan  areas  was  23  years,  compared  to  30  years  in  central 
cities  and  29  in  suburbs."  Shorter  mortgage  terms  mean  higher  monthly  payments 
because  the  principal  must  be  paid  off  in  a  shorter  period  of  time,  and  therefore  are 
more  difficult  to  afford. 

Mortgage  credit  is  particularly  important  in  rural  areas  because  the  owner-occupied 
single-family  home  is  the  dominant  form  of  housing  tenure  in  rural  and 
nonmetropolitan  places  of  the  United  States  for  famihes  at  all  income  levels.  The 
rural  United  States  has  traditionally  had  higher  homeownership  rates  than  urban 
America.  In  1991,  81  percent  of  rural  households,  compared  to  58  percent  of  urban 
households,  owned  their  own  homes.'  Unfortunately,  however,  these  figures  do  not 
mean  that  housing  is  more  affordable  in  rural  areas.  The  1990  Census  found  that  17 
percent  of  rural  homeowners  —  nearly  two  million  households  —  paid  more  than  30 


U.S.  Department  of  Commerce  and  U.S.  Department  of  Housing  and  Urban  Development,  American 
Housing  Survey  for  the  UnitedStates  in  1991  (Current  Housing  Reports  H150/91,  April  1993),  Table  3-15. 

-  Housing  Assistance  Council,  Mortgage  Credit  in  Nonmetropolitan  and  Rural  Areas  (unpublished  draft, 
September  1991). 

General  Accounting  Office,  Federal  Agricultural  Mortgage  Corporation:  Potential  Role  in  the  Delivery 
of  Credit  for  Rural  Housing  (GAO/RCED-91-180,  August  1991). 

■*  American  Housing  Survey.  1991,  Table  3-15. 

'  Jan  S.  Tin,  Housing  Characteristics  of  Rural  Households:  1991  (U.S.  Department  of  Housing  and  Urban 
Development  and  U.S.  Department  of  Commerce,  Bureau  of  the  Census,  Current  Housing  Reports,  H 12 1/93-5, 
August  1993),  p.  3. 
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percent  of  their  incomes  for  housing.^  The  facts  that  greater  proportions  of  urban 
residents  (20  percent)  and  of  renters  in  both  rural  and  urban  areas  (36  and  42 
percent,  respectively)  are  cost-burdened  do  not  render  those  two  milUon  rural 
households  neghgible  or  undeserving  of  credit  assistance.  Furthermore,  the  vast 
majority  of  cost-burdened  rural  households  pay  more  than  35  percent  of  their 
incomes  for  housing,  further  indication  that  housing  affordability  is  a  severe  problem 
in  the  rural  United  States. 

Housing  cost  burden  is  a  particular  problem  for  low-income  people,  for  whom  high 
housing  costs  often  preclude  other  basic  necessities  such  as  food,  clothing,  and 
health  care.  More  than  half  of  all  rural  low-income  homeowners  paid  over  30 
percent  of  their  income  for  housing-related  costs  in  1989. 

Not  only  do  rural  households  experience  housing  affordability  problems,  but  they 
are  also  plagued  by  serious  housing  quality  problems.  Rural  and  urban  areas 
experience  similar  rates  of  substandard  housing  (4.5  percent  and  5.4  percent 
respectively),  but  they  experience  different  types  of  problems.  For  example, 
according  to  Census  data,  while  households  in  urban  parts  of  the  United  States  are 
more  often  overcrowded,  rural  households  are  four  times  more  likely  to  lack 
complete  plumbing.  Homes  with  multiple  housing  quality  problems  are  also 
disproportionately  located  in  rural  America.  Of  all  the  housing  units  that  are  both 
overcrowded  and  lacking  complete  plumbing,  almost  half  are  in  rural  areas. 

Another  problem  that  could  be  assisted  by  improved  access  to  credit  in  rural  areas  is 
the  growing  discrepancy  between  urban  and  rural  wages.  Nonmetro  areas  appear  to 
be  recovering  from  the  past  recession  slightly  more  quickly  dian  metro  areas,  as 
measured  by  the  increase  in  new  jobs,  but  this  may  be  offset  by  the  fact  that 
nonmetro  earnings  per  job  have  fallen  in  the  last  several  years  at  a  greater  rate  than 
metro  earnings.  This  affects  the  nonmetro  population  at  low  and  middle  incomes, 
placing  more  rural  residents  at  an  even  greater  disadvantage  in  the  mortgage  market. 
All  these  conditions  indicate  that  an  expansion  of  mortgage  credit  availability  would 
be  very  useful  in  rural  areas. 


'  Housing  Assistance  Council,  Rural  Poverty  and  Housing:  1990  (unpublished  draft,  1993).  Other  1989 
and  1990  statistics  cited  below  are  drawn  from  this  report  as  well.  The  1990  Census  asked  respondents  for 
financial  data  from  1989,  the  last  full  year  before  the  Census  was  taken,  so  economic  and  poverty  figures  in  the 
Census  represent  1989  data. 
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In  addition  to  the  need  to  address  rural  mortgage  credit  needs  generally,  it  is 
appropriate  to  broaden  FCS's  service  area  beyond  its  initial  agricultural  focus 
because  agricultiu-e  is  no  longer  the  dominant  force  it  was  in  rural  America  when  the 
FCS  was  created  in  1916.  The  farm  population  peaked  during  World  War  I  and  by 
1950  farm  residents  were  no  longer  the  majority  of  rural  people.  Even  in  towns  of 
2,500  and  less,  by  1970  more  than  twice  as  many  people  were  primarily  employed 
in  manufacturing  industries  as  in  agriculture.^  And  by  1988  agriculture  was  a 
primary  economic  activity  in  only  22  percent  of  the  nation's  nonmetropolitan 
counties.*  Allowing  the  FCS  to  serve  borrowers  in  towns  up  to  20,000  population 
would  better  serve  the  significant  and  growing  non-agricultural  sector  of  rural 
America. 

The  Farmers  Home  Administration  (FmHA)  fills  some  of  the  need  for  mortgage 
credit  in  rural  areas,  but  not  all  of  it.  As  a  lender  of  last  resort.  Farmers  Home 
makes  loans  and  grants  for  the  production  and  rehabilitation  of  housing  for  low- 
income  residents  of  rural  areas  and  small  cities.  Some  of  its  programs  provide  deep 
subsidies  for  persons  with  extremely  low  incomes.  The  FmHA  program  closest  to 
the  FCS  rural  housing  credit  provisions  is  the  Section  502  homeownership  program, 
which  provides  mortgage  financing  targeted  to  families  with  incomes  below  50 
percent  or  below  80  percent  of  area  median  income  who  are  not  able  to  obtain  credit 
elsewhere.  Clearly  Section  502  does  not  serve  the  moderate-income  persons  who 
cannot  currently  obtain  financing  because  of  the  general  lack  of  credit  in  rural  areas 
and  who  would  be  most  likely  to  benefit  from  HR  4129's  reform  of  the  Farm  Credit 
System. 

The  Housing  Assistance  Council  urges  this  Subcommittee  to  remember  those  who 
have  the  greatest  need  for  expanded  credit:  people  with  lower  incomes  and  people 
in  relatively  remote  rural  areas.  The  Farm  Credit  System  is  not  intended  to  provide 
deep  subsidies  for  very  low-income  persons  or  those  with  past  credit  problems,  but 
this  bill  is  intended  to  make  credit  accessible  to  some  of  those  for  whom  it  is  not 
presently  available,  and  this  bill's  reforms  should  be  implemented  with  an  awareness 
of  the  special  needs  of  lower-income  persons.  Likewise,  the  bill's  increase  in  the 


'  Calvin  Beale,  "Nonfann  Rural  America,"  A  7a5fe  of  the  Country:  A  Collection  of  Calvin  Beak's  Writings, 
ed.  Peter  A.  Morrison  (University  Park:  The  Pennsylvania  Stale  University  Press,  1990),  pp.  77, 82. 

*  United  States  General  Accounting  Office,  Rural  Development:  Profile  of  Rural  Areas  (GAO/RCED-93- 
40FS,  1993),  pp.  13-14. 
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size  of  small  cities  served  by  the  FCS  should  not  be  inteqjreted  as  a  shift  towards 
suburban  or  exurban  areas.  Instead,  we  urge  the  Subconrunittee  and  the  FCS  to 
focus  on  the  fact  that  towns  of  10,000  or  19,000  located  far  from  major  metropolitan 
areas  are  very  different  from  -  and  have  much  greater  mongage  credit  needs  than  -- 
most  municipalities  of  the  same  size  located  close  to  large  cities. 

In  summation,  Mr.  Chairman,  broadening  the  geographic  areas  and  the  population 
served  by  the  Farm  Credit  System  is  a  useful  step  in  the  right  direction.  The 
changes  that  would  be  instituted  by  HR  4129  will  increase  the  mortgage  credit 
available  for  rural  families  to  purchase  their  own  homes  or  to  use  the  equity  they 
have  accumulated  in  their  homes  over  the  years. 
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STATEMENT  BY 

JAMES  P.  GREEN,  JR. 

EXECUTIVE  DIRECTOR 

NORTH  CAROLINA  COALITION  OF  FARM  AND  RURAL  FAMILIES 


INTRODUCTION 

The  North  Carolina  Coalition  of  Farm  and  Rural  Families,  Inc.,  on  behalf  of  its  constituents 
in  rural  North  Carolina,  presents  the  following  written  testimony  to  the  Subcommittee  on 
Environment,  Credit  and  Rural  Development  of  the  House  Agriculture  Committee.    This 
testimony  is  presented  at  the  July  21,  1994  hearing  on  the  Rural  Credit  and  Development  Act 
of  1994.  I  respectfully  request  that  this  written  statement  be  entered  as  part  of  the  record  of 
the  hearing. 

The  North  Carolina  Coalition  of  Farm  and  Rural  Families,  Inc.  is  a  tax-exempt,  statewide 
non-profit  corporation  that  was  organized  in  1987.   As  a  community-based  organization,  the 
Coalition  is  dedicated  to  promoting  self-help  economic  development  in  rural  North  Carolina 
by  offering   financial,  technical  and  marketing  assistance  to  minority  and  limited  resource 
farmers  from  across  the  state. 

As  the  future  of  tobacco  is  increasingly  called  into  question,  the  Coalition  as  concentrated  on 
developing  opportunities  for  constituent  farmers  to  diversify  into  producing  profitable 
alternative  crops.     In  the  area  of  financial  assistance,  the  Coalition  has  established  a  small 
Revolving  Loan  Fund  to  make  operating  and  small  equipment  loans  available  to  farmers,  who 
would  not  otherwise  have  access  to  financing  for  his/her  operation. 

The  Coalition  has  also  been  successful  at  developing  new  markets  for  small  producers  of 
fruits,  vegetables  and  other  alternative  crops.   The  Coalition  now  ships  produce  to  outlets 
across  the  state  and  up  and  down  the  eastern  seaboard.    To  support  this  operation,  the 
organization  has  established  a  regional  packing  and  shipping  facility  that  provides  farmers  a 
place  to  wash,  grade,  pack,  cool  and  ship  their  crops.     Also  the  Carolina  Harvest  logo  has 
been  developed  to  identify  locally  grown  fresh  produce. 

A  COMMUNITY  IN  CRISIS 

America's  small  family  farm  community  today  is  in  a  state  of  crisis.    Due  to  increased 
mechanization,  higher  production  cost  and  lower  commodity  prices,  it  has  become 
increasingly  difficult  for  small  scale  producers  to  remain  profitable  growing  traditional  row 
crops.    Also  a  lack  of  access  to  affordable  operating  capital  and  a  lack  of  reliable  marketing 
opportunities  have  hindered   the  ability  of  the  small  family  farmer  to  diversify  into  more 
profitable  enterprises. 

As  a  result,  small  farmers  are  going  out  of  business  at  an  alarming  rate.   North 
Carolina  leads  the  Southeastern  United  States  in  the  loss  of  farms.    Between  1980  and  1992, 
North  Carolina  lost  33,000,  or  35  percent,  of  its  farms.    During  the  same  period,  total 
farmland  in  North  Carolina  declined  by  2,300,000  acres.     According  to  the  latest  United 
States  Census  of  Agriculture,  between  1982  and  1987,  the  number  of  North  Carolina  farms 
larger  than  1,000  acres  increased  by  14  percent,  whereas  farms  under  50  acres  declined  by 
more  than  21  percent. 
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As  small  farmers  go  out  of  business  rural  communities  suffer.    Farmers  have  less  money  to 
inject  into  local  economies.   This  hurts  other  businesses  in  rural   communities  and  decreases 
rural  local  tax  bases. 

The  problem  is  more  severe  for  African  American  and  other  minority  farmers,  who  recent 
years  have  been  going  out  of  business  at  more  than  three  times  the  rate  of  their  majority 
counterparts.   In  just  a  ten  year  period.  North  Carolina  lost  over  half  of  its  African  American 
farmers.    According  to  the  1987  U.S.  Census  of  Agriculture  report,  from  1978  to  1987,  the 
number  of  Black  farms  in  the  state  decreased  from  6,966  in  1978  to  3,303  in  1987. 

During  that  same  10  year  period,  the  total  acreage  of  Black  farm  land  in  North  Carolina 
decreased  from  490,105  in  1978  to  273,396  acres  in  1987,  a  44%  decrease.   That  also 
represents  a  79%  decrease  from  the  1.3  million  acres  that  Blacks  ovwied  in  1950. 

The  experts  agree  that  at  the  current  rate  of  loss,  by  the  year  2000,  there  will  be  no  Black 
farms  left  in  the  United  States.   This  prediction  is  even  more  chilling  when  considering  that 
the  children  of  elderly  minority  farmers  by  in  large,  have  chosen  not  to  come  back  to  the 
farm. 

THE  NEED  FOR  FARM-BASED  CREDIT 

To  get  at  the  root  of  the  problem  the  Coalition  has  conducted  a  number  of  community 
meeting  and  has  talked  to  hundreds  of  individual  farmers  to  determine  those  factors  that 
hinder  the  ability  of  minority  and  other  small  farmers  to  diversify  into  profitable  enterprises. 
Overwhelmingly,  farmers  all  over  the  state  have  pointed  to  the  lack  of  availability  of 
operating  capital  as  their  primary  limitation. 

The  Coalition  has  found  that  banks  in  the  state  are  not  addressing  the  capital  needs  of  small 
farmers.    Many  of  our  farmers  report  that  local  bankers  are  no  longer  versed  in  agricultural 
lending  and  thus  shy  away  from  making  small  farm  loans.   Others  report  that  loan  officers  in 
regional  urban  banking  centers  are  making  decisions  about  loans  that  used  to  be  made  locally. 
As  a  result  it  is  easier  for  a  farmer  to  get  a  loan  to  buy  a  new  car  or  pickup  truck  than  it  is 
for  him  to  get  farm  operating  capital. 

Many  farmers  also  report  that  the  lending  programs  of  the  Farmers  Home  Administration    fall 
short  of  addressing  their  capital  needs.    Minority  farmers  have  long  complained  about 
discriminatory  lending  practices  being  practiced  by  local  FmHA  officials.   Also  small  farmers 
have  been  victimized  by  FmHA's  emphasis  on  guaranteed  over  direct  loans. 


THE  NEED  FOR  AGRIBUSINESS  DEVELOPMENT 

To  a  large  extent  these  credit  needs  can  be  addressed  by  farmers  organizing  into  cooperatives 
and  getting  involved  in    food  processing  or  other  agribusiness  development  ventures.    The 
Coalition  is  currently  working  with  groups  of  farmers  and  other  business  entities  that  are 
involved  in: 
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1 .  Initiating   agribusiness  development  projects,   that  add  value  to  raw  farm  products 
produced  by    local  cooperatives  and  individual  small  farmers,  and 

2.  Developing  agricultural  industrial  parks  that  serve  as  a  basis  for  exporting  farm  products  as 
well  as  distributing  them  locally. 

However,  these  projects  will  require  a  significant  capital  investment.    Hopefully  revisions 
contemplated  in  the  lending  authority  of  the  Farm  Credit  System  would  benefit  projects  of 
this  nature.    The  Rural  Credit  and  Development  Act  of  1994  has  the  potential  of  directly 
impacting  such  agribusiness  development  projects  by: 

■  Financing  Farm-Related  Goods  and  Services 

■  Financing  Cooperative-Based  Agribusiness  Development  Ventures 

■  Financing  Rural  Community  Facilities  (  including  infrastructure  needed  to  support 
agribusiness  development)  and 

■  Financing  Utility-Related  Services 

Community-based  agribusiness  development  projects  will  not  only  address  many  of  the 
problems  of  the  small  farm  community,  these  projects  also  have  the  potential  of  generally 
stimulating  rural  economic  development  by: 

■  Creating  jobs 

■  Building  the  local  industrial  base 

■  Supporting  local  businesses 

■  Increasing  the  local  tax  base. 

As  such,  please  accept  this  testimony  in  support  of  the  Rural  Credit  and  Development  Act  of 
1994.   Thank  you  for  your  consideration. 
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STATEMENT  OF  THE  AMERICAN  FARM  BUREAU  FEDERATION 

TO  THE  HOUSE  COMMITTEE  ON  AGRICULTURE 

SUBCOMMnTEE  ON  ENVIRONMENT,  CREDIT  AND  RURAL  DEVELOPMENT 

REGARDING  H.R.  4129,  THE  RURAL  CREDIT  AND  DEVELOPMENT  ACT 

July  21,  1994 

The  American  Farm  Bureau  Federation,  the  nation's  largest  general  farm  organization 
with  4.2  million  member  families,  is  celebrating  its  75th  anniversary  this  year.   During  that 
entire  time,  we  have  supported  the  maintenance  and  development  of  a  strong  and  effective 
Farm  Credit  System. 

Many  of  our  members  are  both  borrowers  and  leaders  within  this  remarkable  credit 
institution.   The  Farm  Credit  System  has  provided  much  of  the  capital  needed  to  bring 
America's  farms  and  ranches  into  the  forefront  of  the  world's  agricultural  economy.   It  is  in 
this  spirit  of  deep  commitment  to  the  System's  strength  and  stability  as  well  as  our  sincere 
concern  for  the  long-term  welfare  of  this  institution  that  we  submit  our  views  on  this 
important  legislation. 

As  we  see  it,  the  bill  contains  these  main  provisions: 

Loan  Purchasing:   This  provision  would  provide  commercial  banks  and  other  lenders  with  an 
outlet  to  sell  their  loans,  freeing  up  their  capital  to  make  other  loans.   It  would  allow  Farm 
Credit  institutions  to  buy  loans  of  the  type  they  are  eligible  to  make  to  other  lenders. 

Financing  Farm-Related  Goods  and  Services:   This  provision  would  provide  businesses  that 
provide  farm-related  goods  and  services  to  farmers  and  ranchers  with  access  to  financial 
services  from  the  Farm  Credit  System.   Under  current  law.  Farm  Credit  is  limited  to  financing 
only  those  services  that  are  provided  "on  the  farm."  This  provision  removes  the  "on-farm" 
requirement  and  also  makes  eligible  those  businesses  that  provide  farm-related  goods  to 
farmers  and  ranchers. 

Financing  Cooperative-Related  Businesses:   This  provision  would  provide  businesses  that 
serve  cooperatives  eligible  to  borrow  from  Farm  Credit  with  access  to  financial  services  from 
Farm  Credit.   It  would  allow  entities  that  provide  services  and  products  to  cooperatives  to 
borrow  from  Farm  Credit  if  the  loan  will  provide  a  direct  and  material  benefit  to  a 
cooperative  already  eligible  to  borrow  from  Farm  Credit. 

Financing  Rural  Community  Facilities:   This  provision  would  provide  rural  communities  with 
access  to  financing  from  the  Farm  Credit  System  for  local  community  facility  projects.   It 
would  also  extend  to  Farm  Credit  Banks  and  Associations  the  existing  authority  of  the 
System's  Banks  for  Cooperatives  to  finance  rural  water  systems. 
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Financing  Utility-Related  Services:   This  provision  would  provide  access  to  Bank  for 
Cooperatives  financing  to  entities  that  provide  power,  power  generation  byproducts,  or  other 
related  benefits  or  services  to  entities  eligible  to  borrow  from  the  System's  Banks  for 
Cooperatives. 

Rural  Home  Mortgage  Credit:  This  provision  would  provide  rural  residents  in  areas  with  a 
population  of  20,000  or  less  with  access  to  rural  home  mortgage  financing  from  the  Farm 
Credit  System.   It  would  provide  eligible  borrowers  with  the  ability  to  access  home  equity 
loans  from  Farm  Credit.   It  will  also  increase  the  amount  of  Farm  Credit  Bank  assets  which 
can  be  devoted  to  rural  home  lending  to  20  percent  from  the  current  level  of  15  percent. 

The  general  and  obvious  thrust  of  this  legislation  is  to  expand  the  traditional  role  of 
the  Farm  Credit  System  as  a  major  source  of  agricultural  credit.  This  is  being  proposed 
because  there  is  a  changing  rural  landscape  in  our  nation.  This  new  landscape  in  rural 
America  is  different  than  it  was  when  the  Farm  Credit  System  was  created,  some  eight 
decades  ago,  and  it  is  continually  changing  because  of  a  growing  U.S.  population. 

We  recognize  there  is  indeed  a  role  for  the  System  in  the  changes  that  are  occurring, 
particularly  in  the  regions  of  our  country  where  rural  population  and  opportunity  are  growing 
more  rapidly  than  in  other  geographic  areas.  Thus,  we  support  the  thrust  of  this  legislation  to 
serve  a  broader  rural  constituency  in  a  manner  which  will  improve  the  quality  of  rural  life 
and  increase  rural  economic  development. 

At  the  same  time,  we  have  some  reservations  about  the  scope  of  some  of  the 
provisions  of  this  bill  and  what  the  implications  of  its  enactment  would  be  in  the  future. 
Specifically,  we  wonder  about  the  need  for  creating  a  secondary  market  for  agricultural 
securities. 

Farmer  Mac  was  established  by  the  Agricultural  Credit  Act  of  1987  to  develop  a 
secondary  market  for  farm  real  estate  and  rural  housing  loans.  This  is  a  challenging  task  that 
takes  considerable  time  to  develop.   While  Farmer  Mac  has  made  good  progress  in  this  area 
to  date,  it  is  far  too  early  to  set  up  a  competing  entity.  Therefore,  we  have  concerns  about 
legislation  that  would  give  the  Farm  Credit  Administration  authority  to  develop  a  secondary 
market  for  agricultural  loans. 

Another  concern  we  have  is  about  the  dramatic  expansion  of  nu-al  housing  loans  into 
small  cities  of  20,000  or  less.  This  population  threshold  would  appear  to  cover  nearly  all 
rural  communities  in  many  states  and  might  adversely  affect  the  lending  activities  of  other 
rural  credit  institutions. 

Finally,  the  expansion  of  infrastructure  loans  to  small  cities  could  result  in  a 
substantial  demand  for  capital  that  would  otherwise  flow  to  traditional  agricultural  borrowers. 
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One  other  aspect  of  this  legislation  imponant  to  note  is  its  effect  on  the  regulatory 
agencies  that  supervise  the  various  elements  of  our  national  banking  system.   Five  years  ago, 
we  opposed,  and  this  committee  and  later  the  Congress  opposed,  administration  proposals  to 
put  the  Farm  Credit  System  under  the  regulatory  authority  of  the  Treasury  Department.   We 
believed  then,  and  we  believe  now,  that  job  belongs  to  the  Farm  Credit  Administration. 

We  wonder  if  our  case  would  be  as  strong  for  an  independent,  reliable  and  separate 
agricultural  credit  institution  as  the  Farm  Credit  System  if  its  lending  activities  covered  a 
significant  non-agricultural  range  of  lending  activity. 

We  in  Farm  Bureau  review  our  policies  every  year,  and  in  1994  we  expect  our  county, 
state  and  national  delegates  to  carefully  consider  H.R.  4129  and  its  underlying  goals.   Next 
year  when  major  farm  legislation  is  again  before  the  Congress,  we  will  work  with  this  and 
other  committees  to  keep  a  strong  presence  in  agricultural  credit  while  helping  all  of  rural 
America  to  be  a  better  place  to  work  and  to  live. 
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/?ASA 

Afnerican  Soybean 
Association 


The  American  Soybean  Association  (ASA)  would  like  to  commend  you, 
Mr.  Johnson,  and  the  members  of  the  Subcommittee  for  holding  this 
hearing  on  legislation  that  would  improve  credit  conditions  in 
rural  America. 

ASA  is  a  commodity  organization  with  almost  30,000  members  who  live 
in  rural  communities  in  29  states.  Our  membership  understands 
firsthand  the  importance  of  expanding  job  opportunities  and 
stimulating  the  economies  in  rural  areas. 

ASA  supports  the  general  focus  of  H.R.  4129,  the  Rural  Credit  and 
Development  Act  of  1994,  and  the  proposal  to  allow  the  Farm  Credit 
System  to  provide  credit  to  businesses  and  communities  in  rural 
areas .  The  much  needed  investment  by  the  Farm  Credit  System  can 
play  an  important  role  in  revitalizing  rural  America. 

The  members  of  ASA  recognize  and  appreciate  the  Subcommittee's 
commitment  to  improving  economic  conditions  in  rural  America.  We 
look  forward  to  working  you,  Mr.  Johnson,  as  chairman  of  the 
Environment,  Credit  and  Rural  Development  Subcommittee,  and  other 
members  of  the  Agriculture  Committee  who  are  interested  in 
advancing  this  legislation  and  other  rural  development  initiatives 
during  the  1995  Farm  Bill. 
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EdLogsdon  N^^/  502-564-4696 

t-OMMBSONER  '^SaSS^  P^  ^  502-564-6527 

Commonwealth  of  Kentucky 
Department  of  Agriculture 
7th  Floor,  500  Mero  Street 
Frankfort,  Kentucky  40601 

April    14,    1994 


The  Honorable  Romano  Mazzoli 
United  States  Representative 
2246  Rayburn  Office  Building 
V/ashington,  DC  20515-1703 

Dear  Congressman  Mazzoli: 

I  have  been  asked  by  someone  within  the  Farm  Credit 
System  to  lend  my  support  to  passage  of  the  Rural  Credit  and 
Development  Act  of  1994  (H.R.  4129),  which  was  introduced  by 
Representative  Eva  Clayton  on  March  24. 

Among  other  things,  H.R.  4129  would  allow  the  250  or  so 
financial  institutions  (with  over  1400  lending  offices 
nationwide)  within  the  Farm  Credit  System  to  invest  in 
agri-related  businesses,  rural  infrastructure,  and  community 
facilities.  It  would  also  increase  the  percentage  of  assets 
that  can  be  invested  in  rural  housing  from  15  to  20  percent, 
and  increase  the  area  of  eligibility  from  communities  with 
populations  of  2,500  or  less  to  those  of  20,000  or  less. 
Moreover,  it  would  authorize  Farm  Credit  institutions  to  buy 
loans  from  commercial  banks  and  other  lenders,  thereby 
theoretically  freeing  up  the  capital  in  these  institutions 
for  other  loans . 

On  the  surface,  this  appears  to  be  a  win/win  situation 
for  everyone.  Certainly,  it  would  make  more  capital 
available  for  development  projects  in  rural  areas 
something  that  is  really  needed.  My  only  concern  is  how 
this  might  affect  the  credit  needs  of  farmers.  As  you  know, 
the  Farm  Credit  System  was  set  up  initially  because  the 
credit  needs  of  farmers  and  ranchers  were  not  being  met. 
Its  sole  mission  was  to  specifically  serve  the  needs  of  the 
nation's  farmers  and  ranchers. 

What  will  be  the  ultimate  outcome  of  broadening  the 
System's  mission  and  authorities  at  this  time?  The  last 
thing  I  would  like  to  see  happen  is  for  the  Farm  Credit 
System  to  lose  sight  of  its  historical  mission.  I  know  it's 
a  lot  easier  to  make  housing  loans  and  to  buy  prepackaged 
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Representative  Mazzoli 
Page  Two 
April  14,  1994 


loans  from  other  lending  institutions  than  it  is  to  wrestle 
with  the  complexities  of  making  and  servicing  agricultural 
loans,  particularly  during  difficult  economic  times. 

I  appreciate  the  motives  behind  this  legislation  and 
applaud  the  efforts  of  its  sponsors  in  trying  to  make  more 
capital  available  for  development  projects  in  rural  areas; 
however,  I  sincerely  believe  that  sufficient  safeguards  need 
to  be  built  into  the  bill  to  ensure  that  the  credit  needs  of 
our  nation's  farmers  and  ranchers  continues  to  be  of 
foremost  concern  to  the  Farm  Credit  System  and  its  member 
institutions . 

Thank  you  for  your  continuing  support  of  Kentucky's 
largest  and  most  important  industry. 

Sincerely, 

vfid^ogsdorv/' 
Commissioner 


179 
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The  Honorable  Tim  Johnson 

Chairman 

Subcommittee  on  Environment,  Credit 

and  Rural  Development 

1430  Longworth  Building 

Washington,  D.C.   20515-6009 

Dear  Tim: 

I  am  writing  on  behalf  of  a  constituent  of  mine,  Mr.  Ballard 
W.  Cassady,  Jr.,  Executive  Vice  President  of  the  Kentucky  Bankers 
Association  (KBA) .   The  KBA  is  headquartered  in  my  District  in 
Louisville,  Kentucky. 

Mr.  Cassady  wrote  to  me  to  express  his  concerns  about  H.R. 
4129,  the  Rural  Credit  and  Development  Act  of  1994.  His  letter 
is  enclosed  for  your  review. 

I  understand  that  you  chaired  a  hearing  on  the  bill  on  July 
21,  and  I  respectfully  request  that  Mr.  Cassady 's  letter  be 
entered  into  the  hearing  record.   Your  consideration  of  his  views 
is  appreciated. 

In  the  meantime,  I  would  be  grateful  for  any  information  on 
any  further  developments  that  I  may  pass  along  to  my  constituent. 

Many  thanks  for  your  attention.  I  look  forward  to  hearing 
from  you. 

All  best  wishes. 


ROJIANS)   L.    MAZZOLI 
MMnber  of   Congress 
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July  24,  1994 


The  Honorable  Romjino  Maazoli 
United  States  House  of  Representatives 
2246  Rayburn  Building 
Washington,  D.C.   20515 

Dear  Representative  Mazzoli: 

The  Kentucky  Bankers  Association  (KBA)  understand  that  members  of  Congress  are  being  asked 
to  support  legislation  known  as  the  "Rural  Credit  and  Development  Act  of  1994."  My  reason  for 
writing  you  is  to  express  that  the  Kentucky  Bankers  Association  (KBA)  opposes  this  legislation. 

One  of  the  provisions  contained  in  this  legislation  would  expand  the  charter  of  the  Farm  Credit 
System  (PCS)  into  main  street  business,  suburban  housing  and  other  markets.  The  FCS  derives 
certain  benefits  from  its  government  sponsored  enterprise  status,  which  it  was  granted  so  that 
farmers  and  ranchers  who  need  government  sponsored  support  can  be  helped.  The  proposed 
expansion  of  authority  would  significantly  move  the  PCS'  focus  even  further  from  serving  the 
needs  of  farmers  and  ranchers.   Thus,  we  consider  this  legislation  inappropriate. 

Furthermore,  based  on  information  provided  by  the  U.S.  Department  of  Agriculture  (USDA), 
there  is  reason  to  question  the  PCS'  current  focus  on  serving  farmers  and  ranchers.  According 
to  the  USDA,  since  1987,  the  number  of  loans  made  each  year  to  farmers  and  ranchers  by  PCS^ 
institutions  has  decreased,  while  the  number  of  loans  made  to  farmers  and  ranchers  by  private 
commercial  banks  continues  to  increase.  Given  that  the  FCS  could  do  more  to  meet  the  needs 
of  those  it  was  created  to  serve,  a  reasonable  case  has  not  been  made  for  congressional  support 
of  expetnded  authorities  for  the  PCS. 

The  title  of  this  legislation  impUes  that  the  it  would  improve  rural  economic  development. 
However,  all  that  is  certain  is  that  it  would  broaden  the  geographic  areas  in  which  the  PCS  could 
be  involved,  authorize  it  to  begin  many  new  retail  lending  activities,  and  undermine  the  original 
purpose  for  PCS'  existence  which  is  to  provide  service  to  farmers  and  ranchers.  Rather  than 
expanding  PCS's  charter,  KBA  member  banks  support  reasonable  rural  economic  development 
imtiatives  utilizing  the  existing  strengths  of  a  number  of  economic  institutions  already  active  in 
particular  segments  of  rural  areas. 

Thank  you  for  your  consideration  of  this  important  matter.  If  you  have  any  questions,  please  do 
not  hesitate  to  contact  me  at  (502)  582-2453. 


Sallard  W.  Cassady,  Jr. 
Executive  Vice  President 
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TESTIMONY  OF 

THE  NATIONAL  ASSOCIATION  OF  REALTORS* 
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U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  AGRICULTURE 

SUBCOMMITTEE  ON 

ENVIRONMENT,  CREDIT,  AND  RURAL  DEVELOPMENT 


JULY  21,  1994 

Mr.  Chairman,  Members  of  the  Subcommittee,  the  NATIONAL  ASSOCIATION  OF 
REALTORS*  appreciates  the  opportunity  to  submit  written  testimony  regarding  H.R.4129,  The 
Rural  Credit  and  Development  Act.  The  NATIONAL  ASSOCIATION  OF  REALTORS* 
represents  a  wide  variety  of  housing  industry  professionals  committed  to  the  development  and 
preservation  of  the  nation's  housing  stock  and  making  it  available  to  the  widest  range  of  potential 
homebuyers. 

At  the  outset,  Mr.  Chairman,  the  NATIONAL  ASSOCIATION  OF  REALTORS* 
commends  you  for  your  leadership  to  increase  rural  development  activity  and  revitalize  our  rural 
communities.  We  also  applaud  your  colleague.  Representative  Eva  Clayton,  for  sponsoring 
legislation  that  broadens  the  availability  of  mortgage  credit  in  our  rural  communities  and  furthers 
the  improvement  of  our  rural  economy. 

Over  the  past  several  years,  the  NATIONAL  ASSOCIATION  OF  REALTORS*  has  been 
actively  involved  in  working  with  rural  housing  entities  to  create  and  expand  homeownership 
opportunities  in  rural  America  and  make  available  affordable  mortgage  credit  to  rural 
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homebuyers.  The  rural  housing  programs  administered  through  the  Farm  Credit  System  (FCS), 
the  Federal  Agricultural  Mortgage  Corporation  (Farmer  Mac),  and  the  Farmers  Home 
Administration  of  the  U.S.  Department  of  Agriculture  are  an  important  route  for  thousands  of 
rural  families  wishing  to  realize  the  American  dream  of  homeownership  and  the  NATIONAL 
ASSOCIATION  OF  REALTORS*  shares  with  each  a  mutual  commitment  to  promote  and 
improve  the  availability  and  affordability  of  rural  housing. 

Through  its  Rural  Housing  Working  Group,  the  NATIONAL  ASSOCIATION  OF 
REALTORS*  examines  the  rural  housing  programs  of  federal  agencies  and  private  entities 
responsible  for  delivering  rural  housing  assistance  and  mortgage  finance  and  works  diligently  with 
these  groups  to  ensure  productive  national  rural  housing  programs. 

Mr.  Chairman,  the  NATIONAL  ASSOCIATION  OF  REALTORS*  believes  a  new 
emphasis  on  rural  economic  and  community  development  is  much-needed  because  rural 
communities  are  the  backbone  of  our  country  but  also  the  most  underserved.  As  a  housing  entity 
that  understands  well  the  homeownership  and  mortgage  finance  problems  within  our  rural 
communities,  we  wholeheartedly  support  H.R.4129.  The  NATIONAL  ASSOCIATION  OF 
REALTORS*  firmly  believes  that  any  effort  aimed  at  increasing  investment  in  rural  communities 
and  revitalizing  the  rural  economy  must  include  an  expansion  of  capital  flowing  into  rural  areas. 
H.R.4129  is  particularly  timely  because  we  believe  it  will  not  only  increase  lending  opportunities 
to  stimulate  rural  business  development  but  it  will  also  broaden  the  availability  of  mortgage  credit 
creating  viable  finance  options  for  rural  homebuyers. 
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Mr.  Chairman,  the  NATIONAL  ASSOCIATION  OF  REALTORS*  welcomes  the 
response  of  the  Farm  Credit  System  institutions  to  the  Clinton  Administration's  objective  of 
increasing  rural  development  activity  to  revitalize  rural  communities  and  improve  the  rural 
economy.  The  NATIONAL  ASSOCIATION  OF  REALTORS*  has  consistently  maintained  that 
a  private  market  partnership  with  the  Federal  government  is  the  key  component  to  ensuring  that 
rural  homebuyers  have  equal  access  to  competitively  priced  credit  as  their  metropolitan 
counterparts  and  to  determining  where  credit  enhancement  will  have  the  greatest  impact  to  foster 
homeownership  and  to  broaden  the  flow  of  capital  to  stimulate  housing  production  and 
investment. 

A  principal  factor  that  is  hampering  rural  homeownership  opportunities  is  the  lack  of 
mortgage  credit  options  in  rural  areas.  Mortgage  bankers,  the  traditional  source  of  residential 
lending,  tend  to  concentrate  their  activities  in  large  population  centers  rather  than  rural  areas 
because  of  low  loan  volume  in  rural  communities.  The  small  commercial  bankers,  the  staple  of 
community  lending  because  of  their  specialized  services,  have  been  less  inclined  to  finance  mral 
housing  primarily  because  of  the  high-risk  characteristics  associated  with  rural  borrowers. 

It  is  also  important  to  note  that  millions  of  families  in  small  towns  and  rural  areas  are 
burdened  with  serious  housing  problems,  and  are  either  living  in  physically  inadequate  or 
overcrowded  units  or  carrying  an  unaffordable  cost  burden.  Housing  costs  are  consuming  more 
and  more  of  the  typical  rural  family's  budget  affecting  homeowners  and  renters  alike.  There  is 
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even  evidence  of  widespread  homelessness  within  rural  communities  whose  cause  can  be 
attributed  to  the  impact  of  high  costs  and  low  affordability.  As  Congress  and  the  Administration 
grapple  with  measures  to  reduce  the  Federal  deficit  while  ensuring  an  efficient  and  responsive 
government  that  meets  the  needs  of  rural  America,  there  must  also  be  a  recognition  that  the 
private  sector  offers  unique  resources  to  make  a  contributing  effort  to  the  goal  of  strengthening 
our  rural  economy. 

The  NATIONAL  ASSOCIATION  OF  REALTORS*  believes  the  rural  housing  loan 
programs  of  the  Farm  Credit  System  and  Farmer  Mac  represent  an  important  source  of  housing 
assistance  for  rural  homebuyers  to  facilitate  homeownership  affordability  and  availability.  Yet 
barriers  exist  within  each  that  hampers  their  delivery  of  services  to  rural  communities.  The 
NATIONAL  ASSOCIATION  OF  REALTORS*  believes  H.R.4129  contains  important  initiatives 
that  removes  the  barriers  to  rural  housing  credit  and  will  help  meet  the  overwhelming  housing 
needs  of  our  rural  communities.  The  legislative  proposals  under  H.R.4129  will  broaden  the 
availability  of  mortgage  credit  in  rural  areas,  complement  investment  and  business  development 
opportunities,  and  ensure  that  rural  homebuyers  have  equal  access  to  competitively  priced  credit. 

Equally  important,  the  NATIONAL  ASSOCIATION  OF  REALTORS*  believes 
modifications  to  Farm  Credit  System  and  Farmer  Mac  authorities  will  complement  the  Section 
502  guaranteed  rural  housing  loan  program  under  the  Farmers  Home  Administration.  As  you 
know,  the  guaranteed  loan  program  was  instituted  in  1 990  to  stimulate  housing  in  underserved 
rural  areas  and  has  been  instrumental  in  providing  thousands  of  homeownership  opportunities  for 
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moderate-income,  rural  homebuyers.  Although  the  Farm  Credit  System  is  an  approved  lender 
under  the  Section  502  guaranteed  loan  program,  it  is  precluded  from  participation  in  this 
public/private  venture  because  of  its  statutory  limitations.  We  believe  broadening  the  System's 
authorities  to  coincide  with  certain  policies  under  FmHA's  guaranteed  loan  program  will  further 
the  spirit  of  a  public/private  partnership  that  will  ultimately  benefit  rural  consumers. 

We  also  believe  broadening  Fanner  Mac's  authorities  will  provide  ancillary  benefits  to 
rural  bankers.  As  you  know.  Fanner  Mac  was  created  by  Congress  to  specifically  develop  a 
secondary  market  for  farm  mortgages  and  rural  housing  loans  to  increase  the  availability  of 
long-term  credit.  While  the  agricultural  economy  has  improved  considerably  since  the  late  1970's, 
slowing  Farmer  Mac's  development,  there  remains  a  critical  need  to  provide  securitization  of  rural 
housing  loans  because  of  the  continued  perception  that  current  secondary  market  sponsors 
overlook  rural  banks  because  of  their  size,  remote  location,  and  unique  program  characteristics. 
Rural  banks  believe  sponsors  of  the  housing  secondary  mortgage  market  do  not  often  focus  on 
rural  areas  principally  because  it  is  not  cost-effective  due  to  the  small  number  of  loans  originated 
in  rural  areas  compared  with  metropolitan/suburban  areas. 

The  NATIONAL  ASSOCIATION  OF  REALTORS*  believes  the  Fann  Credit  System 
and  Farmer  Mac  have  taken  the  necessary  steps  to  develop  viable  mechanisms  to  deliver  rural 
housing  credit  and  adequately  meet  the  homeownership  needs  of  rural  families,  and  that  H.R.4129 
is  the  necessary  tool  to  extend  these  opportunities  to  underserved  rural  communities. 
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In  closing,  Mr.  Chairman,  the  NATIONAL  ASSOCIATION  OF  REALTORS*  thanks 
you  and  the  Subcommittee  for  the  opportunity  to  submit  written  testimony  on  H.R.4129,  The 
Rural  Credit  and  Development  Act.  We  look  forward  to  working  with  you  further  in  the 
development  of  our  rural  communities.  Thank  you. 
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Mr.  Chairman.  Membersof  the  Subcommittee.  National  Farmers  Union  appreciates  this 
opportunity  to  comment  on  H.R.  4129-legislation  concerning  the  Farm  Credit  System-  which 
has  been  introduced  by  Rep.  Eva  Clayton,  D-N.C. 

Our  253,000  farm  family  members  continue  to  believe  that  the  most  effective  way  of  assuring  the 
viability  of  rural  communities  is  to  return  profitability  to  agriculture.  NFU  is  on  record  in 
support  of  expanding  economic  development  opportunities  in  our  rural  areas. 

Our  policy  regarding  the  Farm  Credit  System  (FCS)  states  our  belief  that,  first  and  foremost,  the 
Farm  Credit  System  must  always  exercise  its  historic  role  to  provide  service  to  American 
agriculture.    It  is  a  cooperative  system  which  was  started  by  its  farm  borrower-stockholders  in 
order  to  benefit  them,  and  it  must  always  continue  to  do  so. 

The  Farm  Credit  Act  of  1971  describes  this  role  most  succinctly  as  being  one  "  to  fiimish  sound, 
adequate  and  constructive  credit  and  related  services  to  American  farmers  and  ranchers,  their 
cooperatives,  and  to  selected  on-farm  businesses  necessary  for  efficient  farm  operations,  to 
improve  their  income  and  well-being." 

While  we  recognize  the  need  for  making  additional  capital  available  for  agriculture  and  farm- 
related  businesses  in  rural  areas,  particularly  during  this  time  of  continuing  federal  budget 
restraints,  we  cannot  endorse  Rep.  Clayton's  bill  in  its  present  form. 

Our  preliminary  review  of  the  legislation  raises  the  following  concerns: 

•  Recent  reports  suggest  that  FCS  may  not  be  adequately  assisting  the  farmers  and  ranchers 
whose  historic  purpose  it  is  to  serve.  Data  released  in  February  by  the  U.S.  Department 
of  Agriculture's  Economic  Research  Service  (ERS)  shows  that  total  farm  debt  held  by 
FCS  continues  on  a  10-year  decline.  In  1984,  debt  owed  to  FCS  institutions  stood  at 
approximately  $65  billion.  Preliminary  figures  reported  by  ERS  for  1 993  showed  debt 
owed  to  the  System  at  a  total  of  approximately  $35  billion — a  reduction  of  some  $30 
billion.  At  the  same  time,  farm  debt  held  by  commercial  banks  grew,  from  $47  billion  in 
1984  to  $53  billion  in  1993,  although  the  overall  farm  debt  market  continued  to  shrink. 

•  Data  also  shows  that  FCS  institutions  are  not  increasing  the  number  of  residential  loans 
made  in  the  markets  they  are  currently  authorized  to  serve  (2,500  population  or  less). 
Yet,  at  the  same,  the  System  is  seeking  authority  to  lend  in  communities  of  up  to  20,000 
population  —  our  more  suburban  areas.  With  the  amount  of  rural  housing  fiinds 
available  from  Farmers  Home  Administration  (FmHA)  and  other  sources  continuing  the 
shrink  and  demand  remaining  constant,  or  even  increasing,  NFU  believes  more  careful 
review  is  needed  before  the  System  is  allowed  to  shift  attention  away  from  rural 
communities. 
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Our  membership  cominues  to  remain  concerned  about  the  overall  move  in  this  country 
toward  vertically-integrated  agriculture.  We  fear  that  the  expansion  of  authority  which 
FCS  seeks  will  encourage  the  System  to  favor  the  larger  projects  of  vertically-integrated 
companies  at  the  expense  of  smaller  producers.  NFU's  policy  supports  increasing  credit 
availability  to  smaller,  locally-based  businesses  which  keep  the  dollars  moving  within  the 
community.  Large,  vertically-integrated  companies  de-stabilize  the  local  economics  of 
rural  America. 

Because  H.R.  4129  is  silent  on  the  matter,  it  must  be  assumed  that  the  new  entities  which 
are  provided  credit  under  this  bill  also  vwU  be  required  to  purchase  stock  and  be  given 
voting  rights  in  this  cooperative  system.  While  our  organization  has  a  long-standing 
history  of  support  for  cooperatives  and  their  development,  we  favor  locally-based 
cooperatives,  preferably  owned  and  run  by  agricultural  producers.  We  are  concerned  that 
if  businesses  outside  the  local  communities  receive  credit  from  FCS,  the  operation  and 
governance  of  the  System  will  become  more  and  more  removed  from  rural  areas  and  farm 
borrowers.  The  consolidations  which  resulted  from  the  Agricultural  Credit  Act  of  1 987 
already  have  removed  much  local  control  by  reducing  the  nimiber  of  PCAs  and  FLB As. 
NFU  favors  maintenance  of  local  control  to  the  maximum  possible  extent. 

NFU's  membership  seeks  assurance  that  System  institutions  have  been  lending  to 
beginning  farmers  and  to  borrowers  who  have  "graduated"  from  FmHA  loans.  We  also 
request  that  the  Subcommittee  review  FCS's  participation  in  the  FmHA  guaranteed 
lending  program.  It  would  be  useful  to  know  applications  versus  numbers  of  loans 
granted. 

We  have  received  complaints  from  several  of  our  state  organizations  that,  at  least  in 
certain  parts  of  the  country,  FCS  may  be  "cherry  picking"  loans,  lending  only  to 
individuals  who  have  certain  types  of  collateral  and  ability  to  re-pay. 

This  concern  also  extends  to  the  types  of  loans  the  System  is  making.  ERS  reports  that 
eight  districts  experienced  a  shift  in  loan  composition  as  a  percentage  of  assets  between 
1986  and  1991  away  from  long-term  farm  mortgage  lending  in  favor  of  short-  and 
intermediate-term  lending.  Does  this  indicate  that  the  System  is  shifting  its  portfolio  into 
shorter-term,  less  risky  endeavors  waiting  for  interest  rates  to  go  up? 

We  question  the  need  for  FCS  institutions  to  seek  authority  to  lend  to  independent  power 
producers.  Does  the  System  have  the  expertise  necessary  to  make  safe  and  sound  lending 
decisions  in  this  area? 

In  the  past,  our  membership  has  taken  the  lead  in  advancing  the  cause  of  borrowers' 
rights.  During  debate  on  the  1987  credit  act,  NFU  led  the  way  in  seeking  the  so-called 
"private  right  to  sue,"  in  an  effort  to  give  past  and  present  FCS  borrowers  the  ability  to 
pursue  litigation  and  protect  their  rights  against  FCS  institutions  with  which  they  have 
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done  business.  While  those  efforts  failed,  our  organization's  resolve  to  see  such  a 
provision  enacted  into  law  has  not  abated. 

As  recently  as  this  past  March,  delegates  to  NFU's  national  convention  adopted  additional  policy 
language  regarding  FCS.  That  policy  states:  "We  support  enhancing  the  authorities  of  rural 
based  financial  co-ops  such  as  Farm  Credit  System  institutions  to  provide  economic  and 
community  development  in  rural  areas  to  the  extent  that  such  development  supports  co-ops, 
family  farms,  and  local  businesses. " 

Specifically  note  that  our  new  policy  supports  enhancement  of  FCS  authorities  if,  and  only  if 
the  result  is  a  benefit  to  the  local,  rural  economy.  At  this  point  in  the  deliberations,  NFU  is 
concerned  that  H.R.  4129  could  result  in  the  System  going  dangerously  far  beyond  its  historic 
mission.  We  pledge  our  cooperation  in  working  with  Rep.  Clayton,  members  of  this 
Subcommittee  and  others  in  improving  upon  and  developing  credit  legislation  as  part  of  the  1 995 
Farm  Bill  which  achieves  our  mutual  goals. 

Thank  you. 
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